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MERCHANTS BANK 
REDUCES HEATING 


Webster Moderator System 
Improves Heating Service 
and Increases Comfort 


OVERHEATING IS REDUCED 


Unique Program Retains One. 
Pipe Air Line System But 
Produces Two-Pipe Results 


SYSTEM SELF-LIQUIDATING 


Indianapolis, Ind.—Heating costs 
for the 17-story office building of 
the Merchants National Bank were 


.| reduced 30 per cent during the 1933. 


34 heating season, according to fig- 
ures made public here by the build. 
ing management. 


‘“‘This reduction,”’ officials ex. 
plained, “was achieved after we mod- 
ernized our heating system in accord- 
ance with recommendations made by 
Warren Webster & Company.” 


The annual steam bill before mod- 
ernization was $11,025, based on an 
average of 5,092 degree days. During 
the 1933-34 heating season, the first 
with Webster Moderator Control, the 


per cent reduction. This record was 
made despite the handicap of un- 
usually severe weather which in- 
creased the heating load to 5,446 
degree days. 


The original installation was 
one-pipe air line system and _ar- 
rangements were made to purchase 
steam from the Indianapolis Power 
& Light Company under a contract 
at a flat rate per year. 


Following the sound policy of 
keeping the building up-to-date, the 
building management began an in- 
vestigation in 1932 to determine if 
recent developments in heating sys- 
tem control and operation offered 
the possibility of reduced heating 
cost by changing over to purchase of 
steam on the basis of meter readings. 


After sifting all of the moderniza- 
tion proposals submitted, the build- 
ing management and Vonnegul, 
Bohn & Mueller, prominent Indian- 
apolis architects and engineers, set- 
tled upon Webster Moderator Con- 
trol with certain modifications which 
would result in substantially the 
same savings without the large ex- 

enditure necessary to convert the 
installation to a two-pipe system. 


The equipment was installed by 
W. H. Johnson & Son, heating con- 
tractors, and placed in operation at 
the beginning of the 1933-34 heat- 
ing season. 


“Besides effecting a substantial 
reduction in our heating overhead, 
we have increased tenant comfort 
by reducing overheating,” the man- 
agement declared. “Operation 3 
silent and savings have been effected 
without any attempt to starve the 
system, a range of 72 to 75 degrees 
being provided.” 


A continuation of the present rate 
of savings is expected during the 


coming year and at the present rate 
the entire investment should be 
recovered in less than four years. 


If you are interested in (1) im- 
proved heating service and (2) lower 
heating cost in your building, address 


WARREN WEBSTER & CO., Camden, N.J 
Pioneers of the Vacuum System of Steam Heatist 
Branches in 60 principal U. 8. Cities—Estab. 18 
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The Gold Decision 


E devalued dollar stays, even 
though the Supreme Court found 
Congress exceeded its constitu- 

tional authority when it abrogated the 
gold payment clause in the contract 
with Government bondholders. 

Administration leaders in Washing- 
ton and those who are prominently 
identified with the inflationist bloc ap- 
plauded the momentous decisions of 
February 18, the former group because 
they believed an important phase of the 
New Deal had been upheld, the latter 
because, in the words of Senator 
Thomas, they thought that “in the fu- 
ture we will have no trouble in the 
enactment of monetary legislation.” 

The immediate reaction of the coun- 
try was one of relief mingled with uncer- 
tainty as to how complete had been the 
Government’s victory in the matter. In 
Congress, Senator Thomas attempted 
to give his new silver bill another boost 
and renewed rumblings were heard from 
the greenback corner. However, Ad- 
ministration spokesmen appeared con- 
fident that they could squelch any 
legislation not wanted by the White 
House. 

With gold temporarily disposed of 
the country set- 
tled back to 
watch results. 
Predictions of 
rising commodity 
prices were heard 
from those who 
have supported 
the President’s 
program and 
who have felt 
that the attain- 
ment of its goal 
—a higher price 
level—had_ been 
retarded by doubt 
as to its legality. 

What the effect 
will be on inter- 
national cur- 
rency matters— 
whether a stabili- 
zation agreement 
is nearer—re- 
mains to be seen. 
The dollar’s own 
position is arti- 
ficial and will ap- 
pear increasingly 
so if our for- 
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eign trade balance continues to expand. 
The important point would seem tobe 
that an element of great uncertainty has 
been removed and that the financial fea- 
tures of a program for which the elec- 
torate expressed its enthusiasm are to be 
allowed to work out their own destiny. 


* 
Russian Purchases 


Failure of the Russian-American debt 
negotiations was immediately followed 
by an announcement from Moscow 
that Russian purchases in the United 
States this year would be confined 
strictly to essentials; instead of the 
$100,000,000 in sales hoped for, the 
United States will be favored with or- 
ders aggregating from $8,000,000 to 
$10,000,000. In some respects it seems 
sound business for Russia to confine its 
purchases to the amount of dollar 
exchange it gets from its own exports 
to this country, but possibly an infer- 
ence that the $100,000,000 purchases 
here would have been with American 
dollars which might be a long time 
coming back, if ever they came back, 
might not be far out of the way. The 
United States has had large and bitter 
experience in the way of paying for its 
own exports to other countries. 


BANKING AND CURRENCY 


Jesse H. Jones, left, appearing before the House Committee on Banking 
and Currency in reference to extending the R.F.C.’s lending life and 
charter. At the right is Representative Steagall, chairman of the com- 
mittee, who introduced the present banking bill in the House. The 
other two committee members in the picture are Michael K. Reilly, 
Wisconsin, and T. Alan Goldsborough, Maryland 


The petering out of the Russian debt 
negotiations seems to have brought no 
ill will toward the United States on the 
part of the Soviets. It is quite possible 
that the latter never had any real ex- 
pectations of a satisfactory arrange- 
ment. The net result of the whole matter 
has been recognition of the Russian 
Government, and for the time being 
Moscow may be satisfied. 


* 


Manipulation 


The hands of various European gov- 
ernments are seen by some observers in 
the refusal of Russia to meet its debt 
obligations to the United States. The 
idea seems to be that it would be an 
embarrassing precedent for Russia to 
pay up while other nations refuse to do 
so. On the other hand, it is likely that 
Russia has missed a great opportunity 
to acquire prestige and high gradecredit. 

One explanation of Russia’s refusal 
under the circumstances is afforded 
in the fact that France has granted the 
Soviets a large credit against commod- 
ity purchases in that country without 
requiring a settlement of Russia’s debt 
to France. This will relieve Moscow 
from some of its need of credits in other 
countries for the present and if this 
were all the credit 
the Soviets re- 
quire all might be 
well. There is a 
future in all these 
matters, however, 
and both Russia 
and its European 
contemporaries 
in time will have 
occasion to rea- 
lize this fact. 

When the 
United States rec- 
ognized the Soviet 
Government in 
November 1933 it 
was understood 
that Russia was 
to adjust her debt 
to this country. 
There has been no 
intimaticu that 
President Roose- 
velt would con- 
sider withdrawing 
diplomatic recog- 
nition as a result 
of the debt dis- 
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Encouraging a Broader Viewpoint 


IN the November issue of BANKING appeared a full-page 
advertisement over our signature, bearing the heading “Every Banker 
Has a Place in this Enterprise.” 

The text of the advertisement concerned the need of every income 
earning individual for a well-balanced program, in the distribution of 
that income. “Among other things, it should provide an accessible fund 
in a savings account, available for emergencies . . . children will apply 
their knowledge by starting savings accounts of their own in good banks:’ 

This thought has recently been presented to the public at large 
in an advertisement which appeared in our complete list of national 
magazines in the February and March issues, headed: 


A WELL BALANCED E>" 
PROGRAM— 
ccouUNt 


BANK 
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__—,£, The properly managed income 


requires all three! 


LIVING Pave 


Thus does Investors Syndicate chart the course gram. In the minds of many bankers a clearer 

for the man or woman who would distribute conception of the proper function of Living 

income in such a manner that it will serve all Protection has resulted in a broader viewpoint 

requirements. in their recommendations to those who would 
Living Protection is one point in a 3-point pro- intelligently plan for the future. 


INVESTORS SYNDICATE 


Founded 1894 


LIVING PROTECTION 
Offices in 51 Principal Cities... Representatives Throughout United States and Canada 


AFFILIATED COMPANIES: INVESTORS SYNDICATE TITLE & GUARANTY COMPANY, NEW YORK -INVESTORS SYNDICATE, LTD., MONTREAL 


LIFE INSURANCE | 
i A comPANY 
| —" | 
2 
BANKING 


LINCOLN 


In this issue, on bank manage- 
ment: Bank Lobby Space for 
Customers’ Products; Releasing 
Chattels; The Last Hazard; Liq- 
uidating Unusual Collateral; The 
Origin of Ideas; A Bookkeeping 
Experiment; The Investment Ac- 
count; The Use of “Federal 
Funds”; A Mortgage Reduction 
Plan; Selling Crop Production 
Loans; Bank Service Salesmen; 
The Bank’s judgment Liens; 
Loss Prevention; The Priority of 
Banks as Creditors; Bond Buying 
for Correspondents; Finding Mar- 
kets for Customers; The Pur- 


chase of Supplies. 
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Making Money Earn Money in 1935 


a. bond account income is becom- 
ing increasingly important in maintaining 
the earning power of banks. With funds piling 
up and other practical outlets contracting 
rather than expanding, the problem of achiev- 
ing income, stability and quality in bond 
investments is as difficult as it is important. 


It is with this difficult problem that Moody’s 
is assisting many of the nation’s foremost 
banking institutions. 


Moody’s claims no omniscient powers of 
forecasting investment values. But we do offer 
(in greater measure, we believe) all the aids 
any investment counsel can legitimately offer: 
First—the experience of three decades in ad- 


vising institutional investors. Second—world- 
wide facilities and an adequate staff of trained, 
mature investment specialists to keep in touch 
with every happening today, and every hint 
of a happening tomorrow. Third—a personal 
counsellor to interpret and apply the findings 


of this staff to your specific problem. 


The cost of this service is based on the com- 
plexity of your investment problem, not on 
the size of your portfolio. In most cases, it is 
surprisingly modest, compared with the im- 
provements in quality of the income ‘from 
bond investments. 


Inquiries are invited. 


MoOobDy’s INVESTORS SERVICE 


JOHN MOODY, President 


65 BROADWAY 


NEW YORK CITY 
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Black List 


Just how far the Federal Government 
may go in its black-listing of nations 
which discriminate against the United 
States or impose unfair restrictions 
upon international trade is somewhat 
uncertain. However, it is plain that if 
the reciprocal trade treaties mean any- 
thing there must be a sanction to give 
them a punch. On the other hand, hard 
and fast rules in such matters will prob- 
ably increase restrictions on trade in 
some cases and the object of the whole 
system may be lost. It will require con- 
siderable tact and discrimination to 
make the punishment fit the crime 
without developing hardened criminals 
among the world’s extremely national- 
istic peoples. 


Automobiles 


The motor car industry expects to 
sell around 3,250,000 cars this year as 
against 2,780,000 units in 1934. It is 
arranging production schedules and 
stocking dealers accordingly. Possibly, 
of course, much of the present early 
season activity is due to anticipation 
of labor troubles but the fact remains 
that sales of cars so far this year have 
shown less than the usual Winter 
decline and continue good. Turning out 
a million cars in the first quarter of the 
year, as anticipated, represents a stim- 
ulus to business already reflected in 
the steel and allied industries. Business 
pick-up is coming earlier this year than 
in 1934 and it has more signs of per- 
manence. 


Railways 


Congress takes hold of the reorgani- 
zation of the Interstate Commerce 
Commission into a comprehensive con- 
trol agency for all lines of transporta- 
tion in a gingerly manner, as though 
the proposition of Coordinator East- 
man might bite. The exact personnel 
and organization set-up of the proposed 
new control will probably provoke 
more debate than the substance of the 
proposition but such are the ways of 
Congress. Slowly but surely the trend 
is toward actual and effective Govern- 
ment control of transportation and the 
sooner that control is established the 
sooner will railway and other transpor- 
tation securities return to their real 
value, and business depending upon 
transportation return to what the 
business world has a right to expect. 


* 


Power Costs 


The Federal Power Commission has 
found that residential service rates for 
electric light and power vary from 60 
cents in Cleveland to $1.71 in Miami 
for the same service. While considerable 
allowance must be made for widely 
varying costs of fuel and other elements 
in power generation, a variation in 
costs of 300 per cent is going rather 
strong. There can be little doubt that 
a good many power service companies 
in the country are operating on boom 
costs in depression times and that the 
consuming public cannot be expected 
to take all the loss involved in the col- 
lapse of boom conditions. 


FIRST EDITIONS 


Banking measures, like other legislative material, make their first 
official appearance in type at the Government Printing Office, probably 
the busiest printing plant in the country 
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SECURITIES 


C.jJ.DEVINEs CO. 


INCORPORATED 
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ST. LOUIS SAN FRANCISCO 
Direct Wires to all Offices 
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BUSINESS EXECUTIVES 


POOR’S ——_ 
Combination Service 


which includes: 


(1) MANUAL (in one volume) 
of all listed Railroad, Public 
Utility and Industrial Corpora- 
tions—with 3 quarterly vol- 
umes of advance manual in- 
formation during the year. 


(2) WEEKLY BOND LETTER 
containing current data and 
definite bond recommen- 
dations. 


(3) CORRESPONDENCE 
PRIVILEGE. 


Immediate delivery $95 


of current volume 

and new MANUAL when published. 
MANUAL alone with three quarterlies 
during year $60. 


SEND FOR CIRCULAR NO. 102 describing 
this economical and effective all-the- 
year-round Service for Bankers and 
Business Executives. 


POOR’S PUBLISHING COMPANY 
90 Broad Street New York, N. Y. 
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O.. year ago the average num- 


ber of items passing through this 
Bank was 935,574 per week. 


For the corresponding period 
this year the records show 1,069,- 


845 items per week. 


In our judgment this increase 
may reflect a slow but definite 
upturn in the direction of im- 


proved business conditions. 


That is our hope—and yet due 
allowance must be made for the 
fact that more and more busi- 
ness is attracted to us because of 
the excellence of our collection 


facilities. 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital and Surplus ... . $30,000,000 


B. I. S. Interests 


Gradually the American banks which 
went into the organization of the Bank 
for International Settlements are with- 
drawing from the institution at Basle. 
Possibly this is to have been expected 
in view of the constantly diminishing 
importance which the central bank of 
central banks has in the American 
outlook; nor are the prospects of the 
reparation payments, which the Basle 
bank was to handle, such as to give it 
much encouragement for the future. 

However, it may as yet be too early 
to sing a requiem for the institution. 
It has not lived up to the rosy predic- 
tions of its international usefulness 
because it has never had an opportunity 
to do so, but anyone who predicts that 
some new turn of European and other 
international affairs will not revive its 
possibilities is rash. There is no cer- 
tainty in international finance and the 
situation of the gold bloc countries in 
Europe is such that anything may 
happen. 


* 


Two-Language Finance 


The Bank of Canada, the Dominion’s 
new Central Bank, started its activities 
with a demand from a stockholder that 
its proceedings shall be intelligible in 
the French as well as in the English 
language. Fortunately there are indi- 
cations that its managers know the 
language of sound finance, whatever 


THE B. I. S. 


With the resignation of Leon Fraser 
(below) as head of the Bank for Inter- 
national Settlements to become vice- 
president of the First National Bank of 
New York, and the sale by American 
B. I. S. stockholders of much of their 
interest, the Basle bank is becoming an 
almost purely European Institution 
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A room in the National Press Club of Washington, D. C. 


other linguistic qualifications they may 
have. The new institution began func- 
tioning with every prospect of mak- 
ing a success of a clever blend of Brit- 
ish and American financial methods 
adapted to the needs of both agriculture 


and industry. 
* 


Cuban Currency 


One recommendation of the Foreign 
Policy Association commission which 
investigated the financial, social and 
political situation in Cuba was that the 
island republic should have an adequate 
and sound currency substantially based 
upon the dollar. The reply to this has 
been the coinage of $10,000,000 more 
silver currency for the government at 
Havana, which raises the total of such 
currency to a point where it is sup- 
planting all other currency and, of 
course, at a discount. The more the 
Cuban situation is considered the more 
certain it seems to be that the future 
prospects of the island’s people are 
growing more and more chaotic. 


* 


Decentralizing 
Controversy 


The difference of opinion between 
Secretary Roper and Relief Adminis- 
trator Hopkins over the decentraliza- 
tion of industry is, after all, a mere 
statement of two sides of a question. 
Advantages of moving many industries 
from large industrial centers to districts 
where labor, land and other cost fac- 
tors are cheaper and conditions for the 
better distribution of employment more 
favorable, are evident. But there is no 
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reason or occasion for pressing the 
proposition to a point where it would 
injure present industrial centers or 
damage present property interests un- 
duly. In short, there is no occasion for 
tearing either proposal to tatters. The 
application of a fair amount of common 
sense will establish a balance between 
the two ideas which will be of advantage 


to all. 
* 


Debt Psychology 


The psychological limit of the public 
debt of the United States is uncertain. 
The higher the debt mounts the more 
uneasy thinking people will become, 
but as a matter of practical finance the 
present spending policy of the Govern- 
ment automatically increases funds in 
banks and other institutions available 
for loans to the Government; and while 
investors may be uneasy they are 
rather certain to keep on lending if for 
no other reason than that they cannot 
employ their funds more profitably. 

The more practical question is: 
What is the point where increasing 
interest and amortization costs will 
overcome whatever benefits there may 
be in the spending program? 


* 


Emergency 
Allotments 


Up to February 1 there had been 
appropriated or allotted for emergency 
purposes in the Federal Government a 
total of $13,814,564,858.66 of which 
$8,192,207,391.76 had been expended 
and $5,622,357,466.90 was yet to be 
drawn upon. The latter amount de- 


In SOUTHERN 
CALIFORNIA 


From Fresno south to 
the Imperial Valley, 
and especially in and 
around Los Angeles, 
the Largest and Lead- 
ing Bank is 


ECURITY - FIRST 
NATIONAL BANK. 
OF LOS ANGELES 
» This Bank offers every serv- 
ice which any Bank or any 
Trust Company may legally 
offer to perform. 


Resources over 
$500,000,000 


STRENGTH 
IS REVEALED 
IN 
NEW FINANCIAL 
STATEMENT 


$5,553,497.66 
3,137,585.51 
2,415,912.15 


Assets 
Liabilities . 


Surplus . 


We recommend to your earnest 
consideration the security of MIL- 
LERS NATIONAL protection. 
Write to-day for a complete copy 
of the Company’s January 1, 1935, 
financial statement. 


MILLERS NATIONAL 
INSURANCE COMPANY 
of CHICAGO 
Operating Through 
A Nation-wide Agency Organization 


2 
: 
BARRIS & EWING 
j 
INA ag 
7 


FOR THE MAN 


The typical Morris Plan customer isn’t 


the man at the top. Commercial banks 


take excellent care of his financial 


requirements. 


Nor is our typical customer the man at 
the bottom—for Morris Plan, though it 
renders constant and genuine service to 


the community, is not a “last resort.” 


Our main customer is the man in the 
middle —the industrious average citizen 


whose modest financial needs do not fit 


IN THE MIDDLE 


modern commercial bank operation. 


Morris Plan institutions from coast to 
coast exist to provide a banking service 
that is geared to the income and the needs 
of the man in the middle. Our twenty-five 
years of specialization in the field of 
industrial banking enable us to serve him 


economically and well. 


Commercial bankers are more and more 
referring the man in the middle to 


Morris Plan institutions. 


MORRIS 
PLAN 4 


MORRIS PLAN 


BANKERS 


ASSOCIATION 


with which is affiliated the Industrial Bankers Association, Inc. 


15 East FAYETTE STREET 


BALTIMORE, MARYLAND 


This series of advertisements 


is sponsored by Morris Plan 


institutions 


in 89 cities. 


creased by $625,179,756 during Janu- 
ary. . 


Debt Retirement 


Considerable activity by the Gov- 
ernment in the purchase of its own 
obligations for debt retirement under 
statutory requirements must be dis- 
played during the rest of the current 
fiscal year if the statutory requirement 
of $572,566,000 is to be attained. Such 
purchases up to the beginning of 
February amounted to $145,741,650. 
There was a total absence of credits in 
the way of “purchases and retirements 
from foreign payments” and “received 
from foreign governments under debt 
settlements.” It looks as though these 
items in the Treasury’s statement 
schedules might as well be omitted. 


* 


Cash 


As of the beginning of business on 
February 1 the general fund of the 
Treasury was $2,811,591,332.86, of 
which $1,438,949,082.50 was actual 
working balance in addition to liberal 
working balances distributed to the 
credit of various Government officers 
and agencies. There was $901,394,- 
728.17 in gold in this general fund, this 
amount having nothing to do with gold 
certificates or the gold reserve held 
against outstanding greenbacks. 

No doubt present financial conditions 
in the Government and out of it require 
a large cash balance in the Treasury, 
but the amount on hand seems un- 
necessarily large in view of the fact 
that it represents borrowed money on 
which interest is being paid. At any 
rate, the present balance illustrates the 
scale upon which the finances of the 
United States are now conducted. 


* 


Gold 


In 1928, when France and other 
European countries were renewing their 
gold stocks preparatory to the stabili- 
zation of their currencies, the United 
States shipped out or placed under 
earmark $629,000,000 of the yellow 
metal, though imports and earmark 
releases amounted to $357,000,000 and 
the net loss of the United States was 
$272,000,000. That was considered a 
year of tremendous gold movements, as 
indeed it was. In 1934, however, the 
United States imported $1,186,670,000 
in gold and exported $52,759,000, mak- 
ing net imports $1,133,911,000. In 
addition, $82,600,000 was removed 
from earmark. Thus the net increase in 


March 1935 


American gold stocks by receipts from 
other countries was $1,216,511,000 new 
style, or $718,464,900 old style. Amer- 
ican finance might pat itself on the 
back over the record if it had any idea 
what it was to do with this money. 


* 


Panama Canal 


In the first seven months of the cur- 
rent fiscal year Panama Canal tolls 
and other credit items from the canal 
amounted to $14,678,683 as compared 
with $13,625,976 in the same period 
of the previous year. During the same 
intervals the expenditures were $5,- 
335,297 and $4,377,544, respectively. 
These, of course, do not include pay- 
ments of interest on outstanding Panama 
Canal bonds, which amount to about 
$3,000,000 a year. The Government is 
making a little more money from oper- 
ating the waterway this year but the 
chief encouragement is in the obvious 
increase in traffic, measuring a material 
increase in the international trade of 
the world. That means much more than 
any current earnings from the canal. 


* 


Relief 


About two and a quarter million 
people were switched from the dole to 
work relief before Congress really got 
started upon its consideration of the 
work relief bill. This does not neces- 
sarily mean that the P.W.A. has fallen 


down on the job. It means, rather, that 
the Relief Administration can be a 
little more liberal than the former in 
the expenditure of public moneys. 


* 


Old Age Pensions 


Only about a million people are listed 
in the official estimate in Washington 
as due to receive old age pensions under 
the Government plan. That number is 
large enough, of course, but what will 
the number become when once such a 
system gets well started? 


* 


Overshots 


In the minor business boom of last 
Spring industrialists in this and several 
other countries expected too much, 
made more than they could sell, and 
otherwise overshot the consumption 
mark with the resulting Summer and 
Fall reaction. There has been similar 
experience in other periods of business 
recovery. 

In other times, however, these peri- 
ods of two steps forward and one back- 
ward have eventually resulted in a 
steady march forward which usually 
gathers momentum. A little conserva- 
tism and much careful adjustment of 
production to demand may not result 
in as sudden or great business activity 
as another policy may produce but they 
have the merit of indicating steady 
progress of the industrial procession. 


INTERSTATE COMMERCE 


Senate business coming under the scrutiny of the Interstate Com- 
merce Committee includes bills relating to utility holding companies 
and to aviation control. Members of the committee shown below are 
Senators Donahey, Lonergan, Bone, Long, Wagner, Wheeler, Smith, 

Hastings, White, Davis, Truman and Minton ° 
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Time Lock Protection 


CAMPAIGN of robbery prevention 
A conducted during the past few 
years by the banks themselves, as 
well as by surety and casualty com- 
panies, state banking officials and bank- 
ing associations, has stressed the im- 
portance of adequate protection and 
has emphasized that the reduction of 
the robbery hazard requires that cer- 
tain simple steps should be taken. 

Organizations with mutual interests 
at stake have found it profitable to pool 
their efforts to protect life and property 
in banking institutions by discouraging 
the crime of robbery. The old “ounce of 
prevention, pound of cure” saying is 
particularly applicable. 

Daylight raids are almost invariably 
the result of plans carefully laid by 
bandits who know that their prospective 
victim keeps substantial amounts of 
cash in easily accessible places and that 
both entrance and exit are compara- 
tively easy. It has been estimated that 
in 75 per cent of the successful robberies 
there is an unlocked back or side door 
through which the holdup men leave. 

Most bank bandits want cash; securi- 
ties are too “‘hot”’, too easily traced, and 
too hard to dispose of. Hence the bank- 
ing institution that leaves large sums of 
currency on counters, in tellers’ cages or 
other accessible locations is in effect of- 


fering an invitation to robbery. Like- 
wise, carelessness and neglect in locking 
all secondary doors while the bank is 
open for business greatly increases the 
hazard. 

The best protective system is ob- 
viously one that makes the banking 
premises unattractive to bandits. Rob- 
bers usually scout their “prospects” 
with great thoroughness, learning, by 
casual visits and careful observation, 
how much cash is available and where it 
is kept—in other words, determining in 
advance whether a raid is likely to be 
worth the risk. If their preliminary in- 
vestigations reveal that the loot will be 
small, the chances are heavily against 
the raid’s taking place. 

Perhaps one of the most efficient 
preventives has been the principle of 
time lock protection, both in and out 
of business hours, on reserve cash and 
negotiable securities. The theory, of 
course, is that if the bulk of a bank’s cur- 
rency is kept locked in the vault or safe 
the danger of serious loss is immediately 
eliminated, for the protection thus af- 
forded is absolute, the hazard being 
limited to such cash as must be kept at 
the bank’s disposal for the transaction 
of routine business. In most banks, this 
is a relatively small amount. Proponents 
of the plan argue that there is no excuse 


for leaving unnecessary sums outside 
the vault. 

“There is no doubt,” says an officer 
of one surety company, “but that the 
application of time lock protection has 
saved a very substantial amount of 
money to the banks and insurance com- 
panies.” But he hastens to point out 
that robbers have hit upon one weak 
link in the defensive armor. 

This is what is known as the “early 
morning robbery”, where the bandits 
gain entrance to the premises during the 
night, and as the officers and em- 
ployees enter in the morning, bind them 
until the time lock runs down. Then 
at the proper time they compel some 
one to open the safe. 

A robbery of this type can be suc- 
cessful only if the time lock on vault and 
safe open simultaneously. For this rea- 
son surety and casualty companies are 
strongly recommending that banks, in 
closing for the night, hold enough cash 
in the vault outside the safe with which 
to begin business the next day, and then 
set the time lock on the safe to open at 
least one hour after the lock on the vault 
has been released. 

“Any bank adopting this plan,” 
suggests a surety company executive, 
“should get in touch with its carrier so 
as to adjust its insurance accordingly.” 


An object prized in many banks is the “‘safe”’ or lock of early construction, used by 
the institution in its first years of operation. Below are an 1850 chest and an old pad- 
lock used by the Chemical Bank and Trust Company, New York 
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“The posting of znterest... 
2s done with greater satisfaction and 
in less time than by the hand method” 


SAYS MR. JOSHUA EVANS, 
JR., VICE PRESIDENT, THE 
HAMILTON NATIONAL BANK 


@ In September, 1933, the Hamilton 
National Bank of Washington, D. C., started 
business with $8,725,451 in deposits and a 
pledge to depositors of a “banking service 
worthy of confidence and patronage.” Within 
a year, its deposits reached $14,657,924—an 
increase of 67.9%. 

During this period, five National Posting 
Machines in the savings departments of the 
main office and three branches handled an 
ever increasing number of savings accounts, 
and at all times gave the depositors fast, ac- 
curate and convenient service on all transac- 
tions. In addition, these machines forced the 
posting of interest as it became due, elimi- 
nated after-banking-hours’ posting and 
made departmental supervision easier. 

National Posting Machines can give you all 
these benefits, as is evidenced by the ac- 
companying letter from Mr. Joshua Evans, 
Jr. There are many more advantages besides. 
May we send you complete information about 
what you may expect these machines to do 
for you? Simply telephone our representative. 


@ Hamilton National Bank’s main office savings department 


DAYTON, OHIO ; 


Cash Registers e Typewriting-Bookkeeping Machines e Posting Machines e Analysis Machines e Bank-Book- 
keeping Machines e Check-Writing and Signing Machines e Postage Meter Machines e Correct Posture Chairs 
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Hamilton Nationa] Bank 
Washington, 
Nationa) Cash Register Company 
Dayton 
Ohio, 
Gentlemen, 
The Hamilton, Nationa) Bank t, Using five q 
Nationa} Posting Machines in oup Savings De~ ; 
Partments = two at Our main ffice 8nd one 
at each of three branches. 
We have Pound these Machines highly de- 
Sirable on &8ccount of accuracy, the limi. 
nation of after banking hours Posting and 
the fact that departments} SUPervision has 
been made Caster, 4 
The Posting orf interest, &s it becomes 
due, 1s done with 8reater S@tisfaction and 
in less time than by the hang method, 
We regard these advantages as fully 
rarranting Our tnvestment, and it 1s oup 
Pinion that our depositor, Prefer this 
<a — ™~ System to the olq Pen ang ink one, Pete 
a3 f Very try yours, 
‘ 
Ch: 
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CONCENTRATION \ S. COMPLEXITY 


Each year sees new additions to the 
insurance field: new companies, new 


contracts, new types of coverage. 
The result is complexity. 


And as the structure becomes more and 
more involved, the value of an organi- 
zation which concentrates on a limited 
but important section of the insurance 


field becomes more evident. 


In the field of fidelity and surety bond- 


ing, there is a 45 year old company 


which has preferred to develop inten- 
sively, rather than extensively; which 
maintains underwriting and claim 
offices in 38 cities of the country —in 
addition to thousands of local agents; 
which has consistently maintained a 
strong, liquid, financial position, and 
which has an unblemished record of 


prompt, equitable loss settlements. 


Is it strange that this surety company 
has won for itself a commanding posi- 


tion in the industry? 


FIDELITY ayo DEPOSIT 


COMPANY OF MARYLAND, BALTIMORE 


The F@D and its affiliate, the AMERICAN BONDING COMPANY 
OF BALTIMORE, specialize in Fidelity and Surety 


Bonds, Burglary, Forgery and Plate Glass Insurance. 
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A Job for Unemployed Dollars 


By JOHN W. O’LEARY 


The author is president of the Machin- 
ery and Allied Products Institute 


HE postman brought a letter the other day to our 

Washington office. It came from a manufacturer; one 

of the 900 and more holding membership through 59 
trade associations in the Machinery and Allied Products 
Institute. It was an answer to a letter we had written him, 
and it told us that this particular manufacturer was in the 
market—on two conditions—for more than $100,000 worth 
of new machinery. 

A stream of such letters soon began to trickle into the 
office. They were in reply to a questionnaire sent out by our 
research department to our own members only. It asked for 
confidential information as to whether they were or would be 
soon in the market for machinery replacements or additions 
to their plants. The two conditions mentioned above and to 
which I shall refer again presently were the basis—the “‘if”’, 
so to speak—of the inquiry. Everyone understood that if the 
conditions were met, his estimate of machinery requirements 
would stand; otherwise, that the reply was academic. 

Two hundred and seventy-seven replies were received. 
Ninety-eight per cent of them said the writers needed ma- 
chinery, or would need machinery if the conditions were met. 
An estimate accompanied each reply. It was given in detail 
as to the kinds of machinery and the purposes for which it 
would be required. These estimates, of course, varied widely. 
Some of the smaller companies wrote they would require a 
few thousand dollars’ worth of machinery. A good many 
others estimated their needs at much higher figures. A 
sprinkling placed the total at or above $100,000 each. One 
firm’s estimate approximated $1,000,000. Another, the high- 
est, said about $2,000,000. 

As the survey proceeded, it became increasingly apparent 
that a huge potential demand for new machinery had accu- 
mulated during the five depression years. In a general way, 
this was well known, of course, to the trade; now we were 
measuring the demand, with fair accuracy, over a small 
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segment of the big circle of capital goods industries. When 
we took the measurement of that small segment and at- 
tempted to apply it to the whole known circle, with all rea- 
sonable allowances, we were astonished at the result. 

The total indicated demand for new machinery, pent up 
and dammed during the long depression, mounted to billions 
of dollars. Indeed, it appeared so large that I am not inclined 
to mention the total. Were demand to be unloosed simul- 
taneously on the machinery manufacturers, they would be 
swamped. It would be impossible to fill all the orders without 
long delay. Combined, the business would suffice to break 
the backbone of unemployment among the 2,700,000 idle 
workers in the capital goods industries. 


THE TWO CONDITIONS 


WE now come to the two conditions on which this pleasing 
prospect was based. They are not impossible conditions, at 
all, and they could be brought about by intelligent coopera- 
tion of government and industry. 

The first was that business confidence be restored. 

The second was that adequate credit be available to fi- 
nance the capital goods industries on sound and reasonable 
terms. 

Those conditions apparently are the key logs to the jam 
behind which a torrent of new business is impounded. Let us 
discuss briefly the second condition first. 

Adequate credit to finance recovery in the capital goods 
industries is a prima facie essential. It is virtually the unani-- 
mous judgment of such leaders in that field as I have con- 
tacted that the required credit should come from privately 
financed institutions—banks and other lending agencies and 
private sources. The capital goods industries leaders are not 
seeking a Federal dole. Their need for loans from the Federal 
Government is wholly subordinate to their need for capital 
from private sources. 
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They are not critical of the banks for 
not lending industry more money. They 
know, from experience gleaned over 
many years, that the banks have defi- 
nite and restricted functions and that to 
supply capital in large volume is not a 
commercial banking undertaking. So 
we have no quarrel with the banks on 
that score. And on the other hand, we 
believe it to be apparent that there are 
ample private resources, now seeking 
profitable investment, to meet the re- 
quirements of the capital goods indus- 
tries to aid them on the road to recov- 
ery. 

What, then, is the sticking point? If 
private funds are available and seeking 
investment and if producers of capital 
goods offer an attractive field for such 
investment, why don’t the two groups 
get together and strike a bargain, fair 
and helpful to both? 

It is the general opinion, voiced em- 
phatically by many in the capital goods 
industries, that the Securities Act is the 
chief barrier between investor and bor- 
rower. The Joint Business Conference 
for Economic Recovery, held last De- 
cember at White Sulphur Springs, West 
Virginia, aptly and admirably put it in 
the following terms: 

‘Industry needs indeterminate credit 
for capital purposes in small and me- 
dium amounts, maturing in not more 
than seven years. Credit of this type 
could be made available from private 
sources, if such regulatory measures as 
the Securities Act, which precludes the 
establishment of private facilities to 
handle business of this character, were 
properly modified.” 

And again: 

“While the Securities Exchange Act 
is being administered with considera- 
tion of the legitimate requirements of 
issuers, it contains provisions which can 
place upon trade and industry unneces- 
sary and unreasonable burdens of the 
character requiring correction in the 
Securities Act. The Securities Exchange 
Act should be modified with a view to 
eliminating such risks.” 

I shall not attempt in this brief com- 
pass to discuss the details of the changes 
in the act which would make available 
this mammoth reservoir of private in- 
vestment funds to capital goods indus- 
tries. The bankers to whom this is ad- 
dressed are thoroughly familiar with the 
need for the act’s amendment. I shall 
point out only that during the decade 
ending 1930 new capital issues in the 
United States averaged roundly $#,- 
000,000,000 a year, and that in 1934 
such issues aggregated but $186,000,000. 
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BILLIONS FOR RECOVERY 


**The Federal Government has sought to make 
funds available to industry through the Federal 
Reserve banks and the Reconstruction Finance 
Corporation. This move discloses that the Gov- 
ernment knows credit is needed. But the con- 
ditions and restrictions incidental to extending 
Federal credit have made such financing un- 
attractive to prospective industrial borrowers. 
There would be no need, however, for Federal 
credit to capital goods industries if their tra- 
ditional financiers, the investing public, were per- 
mitted, under sound and reasonable safeguards, 


to supply the capital required.” 


The measure of decline is nearly 96 per- 
cent. That approximates totality. 

Quite recently the Securities Ex- 
change Commission has liberalized to 
some extent the administration of this 
law. It is a helpful move. It may result 
in making some private investment 
funds available to industry that other- 
wise would not be available. But the 
root of the trouble still remains; and the 
difficulty cannot be cured by adminis- 
trative provisions. The law itself should 
be amended. 

The Federal Government has sought 
to make funds available to industry 
through the Federal Reserve banks and 
the Reconstruction Finance Corpora- 
tion. This move discloses that the Gov- 
ernment knows credit is needed. But 
the conditions and restrictions inci- 
dental to extending Federal credit have 
made such financing unattractive to 
prospective industrial borrowers. There 
would be no need, however, for Federal 
credit to capital goods industries if their 
traditional financiers, the investing pub- 
lic, were permitted, under sound and 
reasonable safeguards, to supply the 
capital required. 

The other condition whose fulfillment 
is essential to recovery in the capital 
goods industries is that confidence be 
restored. Confidence in what? 


Primarily, business confidence. Con- 
fidence of industry in its Government. 
For one thing, assurance against mone- 
tary inflation. The. fear of inflation 
chills investors with the devastation of a 
frost in a hot-house. It is axiomatic that 
there can be no stability in industry if 
there is an ever-present fear that the 
dollar of today is not to be the dollar of 
tomorrow. I need not dwell on this in 
addressing myself to bankers and busi- 
ness men; they know. 

The thought was expressed succinctly 
in the findings of the Joint Business 
Conference to which I have referred 
above when it numbered among the 
essentials to the establishment of con- 
fidence the following: 

“The establishment of a program 
definitely working toward the balancing 
of the budget, thus removing the threat 
of uncontrolled inflation. Linked to this 
should be continued emphasis upon the 
necessity for a sound and stable mone- 
tary system. These statements are made 
with full and sympathetic appreciation 
of the magnitude of the problems con- 
fronting the Administration.” 

Much might be written in detail as to 
the restoration of confidence and a great 
deal more could be said with respect to 
the need for amending the Securities 
Act. I have attempted, however, to por- 
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tray only the high-lights of these two 
factors in the recovery program of the 
capital goods industries. 

That branch of industry, capital 
goods, is the suppressed part of business 
today. In the realm of consumers’ goods, 
progress toward economic recovery has 
been real and apparent. Consumers’ 
goods and capital goods may be likened 
appropriately to the two horses of a 
team. The team cannot get the wagon 
out of the mud unless both horses are 
allowed to pull on the traces. One horse 
might pull its heart out but the wagon 
would not come free if the other horse 
were held in check. 


THE views of Donald R. Richberg on 
business confidence were given in his 
December 5 speech before the National 
Association of Manufacturers in New 
York. The following are excerpts. 


F the Federal Government had not 
courageously and vigorously mobi- 
lized our national energies, had not de- 
vised and carried forward measures of 
orderly recovery, the nation could not 
have risen steadily and peacefully out 
of the depths of the depression. Other 
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nations faced with similar problems 
either met their obligations with polit- 
ical solidarity in constructive action, 
or moved through political dissension 
and economic chaos into revolution 
and the restoration of law and order by 
a military dictatorship. In the light of 
those experiences, American citizens 
can judge of the wisdom of their polit- 
ical leadership. 


One conclusion seems inevitable: 
those who try to attribute all our ills to 
lack of confidence in the Government 
are proving themselves to be those in 
whom the Government itself can have 
but little confidence. If there is to be 
cooperation in economic recovery, it 
must come from those who have faith 
enough in their Government and in 
themselves to stop complaining and put 
their shoulders to the wheel. The man 
who spends his days and nights in find- 
ing fault with every public official, in 
sneering at every effort to serve the 
general welfare, and then howls for 
something to give him confidence, 


. ought to spend a few minutes every day 


looking at himself in a mirror and asking 
himself what he is doing to inspire any- 
one else with any confidence in him. 


Within the span of my lifetime I 
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Senator Fletcher, Jesse H. Jones and 

Senator Glass when Mr. Jones appeared 

before the Senate Banking and Cur- 

rency Committee prior to extension of 
the life of the R.F.C. 


could remember billions of dollars and 
millions of lives which were ventured in 
new enterprises, in exploiting new in- 
ventions, that gave us electric light and 
power, telephones, airplanes, radios, 
moving pictures. And so, with all due 
respect, I beg to disagree with any as- 
sertion that business stagnates except 
when it is safe and profitable to operate. 
On the contrary, I dare to assert that 
risk and adventure attract the only men 
who have any claim to greatness. . . . 


Surely it must be realized that the 
laws, particularly of a democracy, are 
never static but always being rewritten 
in a continuing effort to influence the 
employment of the wealth and the man 
power of a nation in such a way as best 
to advance the general welfare; and 
that in the end the control and direc- 
tion of the business of a nation must go 
to those who have the ability and cour- 
age to organize and operate its business 
enterprises most effectively to meet the 
needs of the nation. 
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Bank Displays of Customers’ 


N THESE days of emphasis on cus- 
| tomer relations many banks feel 
they should not overlook any oppor- 
tunity for strengthening the ties that 
have always linked banking and busi- 
ness. The broad aspects of service and 
cooperation are being carefully can- 
vassed in an effort not only to develop 
new accounts but to demonstrate, in a 
practical way, the spirit of friendliness 
which has bound the old customer to 
his bank. 

To what extent the bank lobby or 
window offers a chance for special serv- 
ice in this connection is a matter for 
each institution to determine in ac- 
cordance with its own situation and 
circumstances. The allocation of space 
wherein local merchants and manufac- 
turers can display their wares is not a 
new idea, but attention may be called 
to it in the belief that many banks will 
find it interesting if for no other reason 
than that many have used it success- 
fully. 

There have been, and are, numerous 
variations of the plan; also there are 
objections to it which each institution 
must consider if, indeed, it has not al- 
ready done so. However, a broad study 
conducted by BANKING disclosed con- 
siderable interest in the idea and re- 
vealed that certain banks had found 
distinct advantages in this form of 
customer relations promotion. Some 
had utilized it in one form or another 
over a period of several years; others are 
actively pushing it today; still others 
said frankly that they did not believe it 
had merit. 

Some institutions do not limit the 
exhibits to customers of the bank, but 
extend the courtesy of their space to all 
industries in the town or city. Others 
permit only displays which are of a 
non-commercial nature, such as ad- 
vertising the annual Red Cross and 
community chest drives. 

It has frequently been found that the 
matter of precedence in use of showcase, 
window or display space was a source of 
considerable friction; when each cus- 
tomer wants to be first a rather em- 
barrassing situation is naturally created, 
and the bank must not show partiality. 
Other banks have found it difficult to 
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determine just where to stop. One in- 
stitution ran a number of displays, con- 
sisting of haberdashery, bakery prod- 
ucts, and other items with marked 
success, only to be confronted one day 
with the request of a customer selling 
lingerie, for permission to exhibit his 
merchandise. ‘‘This,” in the words of 
one of the bank’s officers, ‘“‘ broke up the 
party.” At another institution all went 
well until a poultry dealer and a butcher 
saw no reason why they should not 
have the privilege, too. 


CUSTOMER PRECEDENCE 


THE experience of many banks with 
the idea, however, has been more for- 
tunate. An institution in a southern 
city, for example, has installed a sizea- 
ble showcase in its lobby, allotting one 
week to each exhibitor-customer. Com- 
plications over precedence are avoided 
by a reservation list which is so carefully 
kept that not only the day but the hour 
of each application’s receipt becomes a 
matter of record. 

When the plan was inaugurated and 
announced in the newspapers a large 
wholesale grocery telephoned its request 
for permission to be the first exhibitor. 
Many manufacturers, wholesalers, de- 
partment stores and other business 
houses in the city wrote for reservations, 
all of which were placed on the waiting 
list. The space is now reserved for sev- 
eral months ahead. 

The case, says the bank president, 
has been the source of many favorable 
comments by large and small customers 
of the bank. Others have come into the 
lobby especially to see it and the firms 
which have thus far exhibited report 
that many of their customers have been 
impressed by the displays. The news- 
papers carried special stories on the in- 
novation, and one printed an editorial 
on the unusual service and cooperation 
which the bank thus offered its cus- 
tomers. 

A banking institution in a suburban 
eastern community has carried the idea 
a little further, and is paying for a series 
of newspaper advertisements that call 
attention to its exhibits, the products 
and the local distributor. The adver- 
tising copy presents salient facts about 


the maker of the goods, including a brief 
outline of the manufacturing company’s 
history, its size and leading features of 
the goods. Then the name of the local 
dealer is mentioned and the bank states 
that it is pleased to cooperate with him, 
as a depositor, and to display his wares 
in its lobby for the next week. 

The decoration of bank lobbies with 
murals or other works of art is a non- 
commercial practice, yet it frequently 
can be used to convey a subtle, friendly 
recognition of the ties between a bank 
and its community, and thus may be 
said to have a certain public relations 
value. 

These paintings often re-create im- 
portant events in local history; some- 
times they are of personages associated 
with the development of the bank or the 
locality; not infrequently they depict 
major industries with which the bank 
has been closely identified. Whatever 
their theme, they attract attention and 
comment. 

A recent addition to the list of bank- 
ing institutions that have thus linked 
past and present is a Kentucky bank 
which has hung in its lobby paintings of 
14 ships of the famous “cotton carrier” 
fleet, once a familiar sight on the Ohio 
and Mississippi. 

The lobby or window display is, of 
course, a direct advertisement of the 
customer and his merchandise. He has 
an opportunity to use the dignity of the 
bank’s premises as a channel for reach- 
ing the public. The service costs him 
nothing beyond the expense of arrang- 
ing his displays. He also benefits from 
whatever newspaper publicity may at- 
tend the bank’s enterprise, this being a 
particular factor in smaller towns and 
cities where the press is closely connected 
with community building. Furthermore, 
he identifies himself with the bank. 

From the bank’s standpoint, the ad- 
vantages may be less tangible, but in 
many cases they have been found to be 
real. The customer is pleased by the 
cooperation he receives, the bank ob- 
tains its share of some very favorable 
publicity, the general public is inter- 
ested and visitors who may some day be 
customers are attracted to the institu- 
tion’s premises. 
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Products 


OIL INSURANCE 
AND STEEL 

First National 

Bank of Port Farmers Deposit 

Arthur, Port National Bank, 

Arthur, Texas Pittsburgh 


CARNEGIE STEEL COMPANY 


ELECTRICITY 


A display out- 
side the build- 
ing of the 
Cleveland 
Trust Com- 
pany, Cleve- 

LOCAL MERCHANT 

Lobby showcase of the National 

Bank of Commerce, Memphis 
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Why Business Loans 


Lag Behind Business 


NE of the interesting develop- 
QO ments during the past two years 
has been the persistent accusa- 
tions against bankers that they are fail- 
ing to expand credit to meet the needs 
of business. The bases for these accusa- 
tions appear to have been the experi- 
ences of those people who have tried to 
borrow and who have not had the 
proper credit standing to warrant being 
classed as good credit risks and, sec- 
ondly, the steady decline in all other 
loans (business loans) of member banks. 
It is with this latter phenomenon that 
we are to deal here. 

It has been often pointed out that it 
is not an unusual experience for a coun- 
try emerging from a depression to have 
its total business loans contracted. As 
business begins to improve, credits 
which have been frozen can be liqui- 
dated out of increased incomes. By 
putting his house in order, the business 
man strengthens his credit standing and 
puts himself in a position to borrow 
funds when his own working capital 
will not suffice to run the business. Al- 
though this influence is also at work in 
the United States, there appears to have 
been an additional reason for the failure 
of business loans to expand, namely, the 
huge spending operations of the Gov- 
ernment. In the following analysis, each 
of these theses will be examined. 

In the table on page 19, indices of in- 
dustrial production for three countries 
and the United States are shown. The 
countries chosen are England, Sweden 
and Canada. 

Each of the countries has recorded 
marked gain in activity. The table 
shows indices of production and the 
trend of business loans in each country. 
The periods chosen for analysis of the 
production indices are the third quarter 
of 1932, which marked the low point for 
industrial activity in each of the coun- 
tries except Canada (the low in Canada 
was made in the fourth quarter of 1932), 
and the third quarter of 1934, for which 
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the latest complete figures are available. 
To show the change in business loans, 
the dates July 1932 and October 1934 
have been used, since they cover a 
comparable period. 

It is noteworthy that in each of these 
countries business loans have declined 
during this period while industrial pro- 
duction has increased a minimum of 
20 per cent. Sweden, which recorded the 
largest percentage increase in industrial 
activity, has had the largest percentage 
decrease in business loans, thus indicat- 
ing that a relatively large decline in 
business credit did not interfere with her 
recovery. Rather, it appears as though 
the sharp recovery enabled Swedish 
business men to liquidate more of the 
loans which had previously been con- 
tractéd than was the case in either of 
the other three countries. 


IN THIS COUNTRY 


AN interesting point can be made in 
connection with the United States. If 
the comparison is made with the second 
quarter of 1934 instead of the third 
quarter, we find that at the end of June 
1934 the United States index had re- 
covered to 107.4 per cent (1931 = 100)— 
an increase of 43 per cent, while busi- 
ness loans had declined to $4,450,000- 
000—a decline of 19.1 per cent. This 
gave the United States the largest in- 
crease in activity and also the sharpest 
decline in business loans and is similar 
to the experience for Sweden which is 
mentioned above. During the third 
quarter, industrial activity in the 
United States declined 16.1 per cent at 
a time when business loans increased 
approximately $300,000,000, or 7 per 
cent. These figures indicate that devel- 
opments which have taken place in the 
United States in this respect are similar 
to those which have occurred in other 
parts of the world. 

We come now to the second reason 
for the decline in business loans in this 
country, i.e., the Government emer- 


gency spending program. In order fully 
to understand the correlation between 
the decline in business loans and Gov- 
ernment spending, it is necessary to 
keep in mind the initial effect of a busi- 
ness loan. When a business man bor- 
rows he secures a demand deposit, 
which deposit then becomes available 
for whatever business transactions he 
desires to carry out. Thus, the initial 
purpose for which business men borrow 
is to secure demand deposits, since 
these deposits represent needed pur- 
chasing power. If the borrower is able to 
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secure these deposits through any other 
source, the conclusion is inescapable 
that the necessity to borrow is sharply 
decreased. 

Has he received these deposits through 
any other source during the past two 
years? The answer is an emphatic 
“ves.” Because of the Government 
spending program, deposits have been 
put into the hands of business men at a 
very rapid rate. The sequence of events 
is as follows: the Administration spends 
a certain sum for relief or on a public 
works project. The recipient uses the 
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Comparison of Business Loans and Industrial 
Production 


Industrial Production 
(1931 = 100) 


3rd 


Quarter, Quarter, Per Cent July 
1932 


1932 1934 Increase 
England 93.1 119.0 +28 


Business Loans 
(000,000 omitted) 


October 
1934 


£760 


Difference Per Cent 
Change 


£840 £80 — 9.5 


Sweden 86.0 119.0 +38 KR4,425 KR3,774 —KR651 —14.7 


Canada 81.2 108.0 +33 
U.S. 74.9 90.1 +20 


$1,179 
$5,500 


$1,029 
$4,750 


—$150 —12.7 
—$750 —13.6 


Source: Industrial Production—League of Nations monthly bulletins for Sweden, 
Canada and England. Federal Reserve Board for the U. S. 
Business Loans—Federal Reserve Bulletin for England, Canada, and U. S. 
Scandinaviska Kreditaktiebolaget for Sweden. 


funds to buy goods, and thus transfers 
the deposit to the credit of a business 
man. The building up of deposits 
through this source obviates the neces- 
sity for borrowing by the business men 
who receive the deposits. 

In order to make deposit figures com- 
parable with those shown above, the 
discussion is confined to the net change 
in deposits between July 1932 and 
October 1934 (although in this case, the 
figures are available right up to date). 
During July 1932, deposits of reporting 
banks in 90 cities were approximately 
$14,550,000,000. During the bank holi- 
day in 1933, they were $1,000,000,000 
below this level. At the end of October 
1934, they had increased to approxi- 
mately $17,850,000,000. Thus during 
this period business loans were declining 
approximately 13 per cent, while de- 
mand deposits were increasing 20 per 
cent. There has been no lack of credit 
available for the business man. This 
showing for demand deposits is in con- 
trast with that reported for the other 
three countries (England +5 per cent, 
Sweden +1% per cent, Canada +11 
per cent). 

It is true that not every business man 
has received a pro rata share of the new 
deposits which have been created. We 
might divide business men into three 
groups: those who received more than 
they needed and were thus able to 
repay past business loans and have a 
sufficient balance left to take care of 
current requirements; secondly, those 
who received enough to repay past 
business loans and had more than they 
needed to take care of current require- 


ments; and, finally, those who did not 
receive enough to enable them to repay 
past loans and handle their current re- 
quirements. Of these three groups, only 
the third has been forced to borrow. As 
was pointed out in the Wakefield study, 
a huge volume of business loans was 
made during 1934 despite the fact that, 
on balance, loans were down slightly. 
This decline was due primarily to the 
large volume of repayments. It appears 
as if the repayments of groups one and 
two have been slightly larger than the 
new loans made by those in group three. 


BANK EARNINGS 


FROM the above analysis, it is evident 
that so long as the Government spend- 
ing activities continue on a large scale, 
the outlook for an increase in business 
loans will remain poor. This has a two- 
fold significance to the banker. First, it 
indicates that a large source of profit- 
able business will not be available to 
him. This means that bank earnings 
will fail to receive much of a stimulus 
from this source. Secondly, in order to 
report earnings, it will become increas- 
ingly necessary for the banks to buy 
long term Government bonds. The 
yield on short term Government securi- 
ties is practically nothing and, although 
Government bonds are yielding only 3 
per cent, this small return would be 
better than nothing. With the present 
uncertain state of Government finance, 
bankers are faced with the alternatives 
of making purchases of Government 
bonds if they expect to show earnings 
or of refraining from buying them and 
showing no earnings. 
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Credit Management 


In Branch Banking (II 


By HOWARD WHIPPLE 


HE goal of theoretical perfection 

in credit control is far easier to 

voice than to attain. At first glance 
it would seem to be more difficult of at- 
tainment in branch than in unit bank- 
ing, for in the latter all loans are under 
one roof instead of scattered over a wide 
area; but, while the unit bank appar- 
ently has the simpler mechanical task 
in ascertaining the amount of credit it 
has allocated to specific outlets, its 
labor is merely proportional to the 
difference in size between the unit office 
and the combined branch offices. On the 
other hand, the branch system enjoys a 
natural diversification, both geographi- 
cal and occupational, not enjoyed by 
the unit institution. If, therefore, the 
branch system adds to its natural ad- 
vantage a calculated plan of attaining 
diversification, it approaches its goal of 
perfection with far less effort than the 
unit bank. 

The calculated plan of rationing 
credit to various enterprises is, for any 
bank, a beautiful picture in theory, but 
a well-nigh hopeless undertaking in 
practice. It can never be much in a 
positive sense, for banks do not and 
cannot—except in the most limited 
degree—initiate loans. Like a mar- 
riageable girl, they must be more re- 
ceptive than aggressive. A bank can 
scarcely invite a telephone company to 
borrow when it does not need to merely 
because the bank’s credit extensions 
fail to cover the field of communication. 
So the attempt to ration or orient 
credit must be largely negative as well 
as “after the fact.” In other words, 
should a bank find, after it has made a 
number of loans, that it is concentrating 
too much in certain directions, it can 
then deny the granting of further ap- 
plications in such fields. 

If it wished to go the length of keep- 
ing itself constantly informed as to its 
loan position by individuals, activities 
and locations, it could of course main- 
tain a running inventory. Obviously a 
branch system does not need to do this 
in the field of geographical location, for 
its loans are automatically diversified 
in that direction—and the amount so 
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Last month the author, who is vice- 
president of the Bank of America in 
California, began the discussion of 
credit extension in a branch system. 
This is the second of four articles 


allocated is known at all times. In every- 
day practice, mere surveys or reports 
made at regular intervals, say twice a 
year, should be sufficient, for the habitat 
of credit does not change materially in 
shorter periods of time. 

Even if such inventories were to be- 
come the rule—and heretofore it has 
never been the practice of American 
banks to concern themselves with in- 
ventories in spite of their theoretical de- 
sirability—too much dependence should 
not be put upon the information they 
would reveal, for several reasons. First 
of all, the picture reflected in the survey 
would be only approximately the true 
one, because it is very difficult to trace 
the ultimate employment of bank 
credit. As all bankers know, the urgent 
and often extremely earnest application 
of Patron Smith for enough money to 
buy a badly needed team of work horses 
sometimes turns into a down-payment 
on a new automobile. And even if it had 
gone into the team of horses, knowledge 
of the purpose of the loan is of far less 
value to the banker who desires to know 
the exact credit position of his bank 
than information as to the source of its 
payment. Loans to farmers are not al- 
ways paid from crops nor are loans to 
doctors always paid from medical prac- 
tice. But it would be valuable informa- 
tion to any bank to know how much of 
its credit would be collectible only 
through a satisfactory corn crop or a 
rising stock market. 

It is for such reasons that credit- 
direction surveys can be no more than 
general estimates. Nevertheless, in spite 
of that fact, a far-flung branch banking 
system—even with a natural diversifi- 


cation—should take greater pains to 
learn its position than a unit bank, 
which by rule-of-thumb measurement 
has a fair idea of the amount of credit it 
has extended to this and that economic 
enterprise. The trouble is that through 
the factor of its singleness of location, 
the unit bank’s loans are frequently too 
narrowly placed. Loaning wheat farm- 
ers’ money to wheat farmers only, by no 
means a rare occurrence in many sec- 
tions of the country, is a case in 
point. 

On the other hand, the branch bank 
may be tempted to rely too heavily on 
its natural diversification of credit risk. 
Because of its very easy credit mobility, 
it might unwittingly move too great an 
amount of its idle money, garnered in 
centers of accumulation, to points of 
more active credit demand. If the high 
command should fail to be eternally 
vigilant, it might find—to its later dis- 
comfiture and chagrin—that latent nat- 
ural forces operating over a wide area 
had drawn far too many credit-eggs into 
the basket of a single economic activity. 

We are now ready to take up the 
limitations for individual applicants to 
be established for branch lending officers 
and the mechanics of their contrel by 
head office. 

One such limitation is the natural one 
established by the maximum needs of 
the average well-to-do citizen in the 
community in which the branch is lo- 
cated. This does not take into account 
any speculative excesses in which a 
credit applicant may wish to engage, for 
some patrons would borrow the whole 
bank if they could. Nor does it consider 
the credit requirements of enterprises of 
considerably greater than average size 
such as factories or canneries. Those are 
special matters which are either handled 
by the requirement that all loans above 
the limit established for the branch 
must be submitted to head office for ap- 
proval prior to their consummation; or 
else they are granted readily by the 
branch itself under a so-called line-of- 
credit made available to the applicant 
at any time after special head office 
review and assent. These lines-of-credit 
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are usually established for certain defi- 
nite periods of time, such as six months 
or a year. The result is that there is no 
inconvenience or delay to the branch or 
the patron once the negotiations for the 
credit have been satisfactorily arranged. 
As a rule the natural limitation cor- 
responds quite faithfully to the 10 per 
cent limitation of capital and surplus of 
a comparable unit bank which the Na- 
tional Bank Act has established for 
many years. When a limit in dollars 
equal to 10 per cent of a community’s 
theoretical capital-and-surplus require- 
ment is established by the branch’s 
head office, the local branch manager is 
at no disadvantage with his unit bank 
competitors in the ability to give 
prompt answer to credit applicants. 
Neither the natural nor the arbitrary 
10 per cent limitation takes into con- 
sideration, however, the branch man- 
ager’s capacity in the field of lending 
money. Sometimes the limits estab- 
lished for him go considerably beyond 
both the natural and 10 per cent barriers 
and sometimes much below. In general, 
where narrow latitudes are granted it 
can be due to one or more of the follow- 
ing causes, particularly in infant institu- 
tions: head office management may 
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have selected representatives in whose 
credit judgment it has not sufficient 
confidence; it may not have had time or 
sufficient opportunity for determining 
their competency or developing it; it 
may doubt its own ability to select the 
proper men or to determine the limits to 
which it may go in granting delegated 
powers; or it may desire to withhold 
wider discretion in lending powers for 
purposes of exercising more rigorous 
control during emergencies or at points 
of unusual economic hazard. 

At any rate, no matter whether 
broad or narrow limits are established, 
the delegation of credit powers is a 
responsibility of head office manage- 
ment, one it may not disclaim and one 
by which its own managerial capacity 
may well be measured. Theoretically, 
the wider the latitude, the more utopian 
the situation for branch manager, pa- 
tron and the bank itself; for it means 
greater confidence, greater satisfaction 
all around and what is very important, 
less expense. Conversely the tighter the 
rein maintained by head office, the 
greater the grumbling on the part of 
both branch and patron, the greater the 
cost of supervision, and, as I will en- 
deavor to point out later, the results 


may be no better than they would be 
were greater freedom permitted. 

Obviously some watch over lending 
activities must be maintained by the 
officials charged with the ultimate re- 
sponsibility for the bank’s soundness 
and profit making activities. How will 
they do it? 

There are two principal ways. One, a 
highly centralized, autocratic procedure 
designed to prevent the making of poor 
loans by having each application for 
credit submitted to head office for ap- 
proval prior to its actual extension; the 
other, a decentralized, more democratic 
process under which loans are made by 
the branches without prior reference to 
head office except in a limited number of 
special instances. 

The first variety is employed more 
often by so-called telephone branch 
banks, institutions with offices located 
solely within the confines of a single 
city or its immediate suburban area 
where telephone calls are not a note- 
worthy item of expense. Manifestly this 
method would be impossible in a wide- 
spread branch system. Not only would 
telephone tolls tend to eat severely into 
profits but the service rendered by the 
branch could (CONTINUED ON PAGE 69) 
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10,500 State Banks 


By FRANK W. SIMMONDS 


burdens on state bank super- 

vision in the last five years, but 
it has, in part at least, compensated for 
these by the improvements in state 
bank legislation and supervisory prac- 
tice which it has made possible. 

It is probably true that without the 
depression these advances would have 
been delayed if not entirely blocked. 
When business is good, legislatures and 
banks are prone to let state banking 
laws and state banking departments 
alone, and to resist many proposed im- 
provements on no other ground than 
that they would change long established 
habits. 

But when times are bad, the conse- 
quences of imperfect legislation become 
more quickly evident, and the willing- 
ness to make changes is correspond- 
ingly increased. Then there is also the 
hope that such changes will assist in 
improving conditions. 

Thus it is that state bank supervision 
has made great strides forward during 
this depression in its job of providing 
the basis for a strong and efficient state 
banking system. Moreover, this has 
been accomplished while clinging fast to 
fundamentally sound principles. The 
state banking departments, for the 
most part, have declined to be led into 
monetary and banking “experiments” 
which history has repeatedly proved 
will not succeed. 

Let us review some of the respects in 
which progress has been made, without, 
of course, losing sight of the further ad- 
vances which are possible and desir- 
able. 

In the first place, it has been generally 
agreed in banking circles for some years 
that state bank supervision could be 
improved if the supervisor could have 
the advice and assistance of a banking 
board. That the states have come to 
realize this is evident from the fact that 
the number of them which provide such 
boards has grown in the last five years 
from 12 to 21. In addition to assisting 
the supervisor in an advisory and con- 
sultative capacity, a number of these 


has imposed heavy 
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Approximate Number of State-Chartered Banks (Including — 
Branches) Per Examiner 


In 1929 


44 
15 


In 1934 


California........... 
Colorado 

Connecticut 

Delaware 

Florida 


Kentucky 
Louisiana 


Maryland 
Massachusetts 
Michigan 
Minnesota 


banking boards have the active duty of 
passing on applications for charters for 
new banks. Thus they can and probably 
will have a real influence on the course 
of banking in the future, through their 
power to prevent the “overbanked”’ 
conditions of the past. 

A second respect in which state bank 
supervision has moved forward despite 
the depression is in the provision of 
more adequate staffs of examiners. This 
fact is not at first evident to the casual 
observer. In most states the number of 
examiners has been reduced in the last 
five years. But the number of banks to 
be examined has declined even more 
rapidly. Thus we find that in most 
states the number of banks per exam- 
iner is now lower than it was in 1929. 

Another move forward has been in 


New Hampshire 
New Jersey 
New Mexico 


Vermont 
Virginia 
Washington 
West Virginia 
Wisconsin 


* Not available. 


the fixing of higher initial capital re- 
quirements for new state banks. The 
purpose of such higher requirements is, 
obviously, to assure that new banks will 
be started only when backed by suff- 
cient resources to survive the difficulties 
encountered by any new enterprise, and 
to place a check on the irresponsible 
chartering of banks sometimes with less 
capital than is required to open a gro- 
cery store or engage in farming. 

Since 1929, 17 states have increased 
the amount of capital required for a new 
bank, and only two have decreased the 
amount. The most common initial capi- 
tal requirement at present is $25,000, 
this amount being specified by 22 states. 
The following table summarizes the re- 
quirements for the 47 states for which 
information is available: 


BANKING 


State 34 73 
Alabama............ 41 Nevada............. 3 12 
Arizona............. 10 | 10 34 
Arkansas............ 38 * 

New York........... 5 6 

5 5 North Carolina ...... 48 66 

m1 15 North Dakota....... 30 16 

Oklahoma........... 25 35 
Indiana............. 21 68 9 10 
Towa................ 54 41 South Carolina....... 19 38 
Kansas.............. 42 49 South Dakota........ 30 38 
Ct 44 49 Tennessee........... 49 56 
24 19 Texas............... 31 41 
Maine.............. 13 17 ee 29 
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12 17 24 35 

60 73 28 
Mississippi.......... 54 43 28 
Missouri............ 72 45 Wyoming........... 18 31 
Montana............ 10 
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Minimum capital 
required 


Number of 
States 
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In both of the states where the mini- 
mum capital requirements have been 
decreased since 1929, the supervisors 
believe an increase in such require- 
ments is desirable. Nine other super- 
visors are in favor of higher minimum 
capital requirements. Three of these are 
in states where increases have been 
made in the last five years. There is 
ground for the expectation, therefore, 
that further progress along this line will 
be made in the near future. 

In addition to specifying minimum 
capital, 29 states require, either by 
statute or by a ruling of the supervisory 
authority, a paid-in surplus for new 
state banks. This is further assurance 
that the new institution will be pro- 
tected, at least for a limited time, 
against impairment of capital by losses 
which may be incurred before the bank 
has built up a substantial volume of 
business. The amount of paid-in sur- 
pluses required is as follows: 


Amount required 

Not specified 

10 per cent of capital 
20 per cent of capital 
25 per cent of capital 
50 per cent of capital 
100 per cent of capital 


Number of states 


The 100 per cent paid-in surplus is 
required in Connecticut, the state in 
which the minimum capital for a state 
bank is $100,000, the highest reported. 
Two of the states requiring a 50 per 
cent paid-in surplus have minimum cap- 
ital requirements of $50,000. 

Thirty-seven states require that their 
banks, once started and placed upon a 
paying basis, shall carry a certain por- 
tion of their earnings to surplus, as a 
further measure of protection for de- 
positors and to provide for possible fu- 
ture write-offs. Eighteen of these specify 
the amount to be carried to surplus as 
10 per cent of the net earnings for the 
period. Three of the 18 do not state how 
long this 10 per cent requirement is to 
continue. Eight states require it until 
the surplus reaches 20 per cent of the 
capital stock; two states, until surplus 
amounts to 25 per cent of capital; and 
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five states, until surplus totals 50 per 
cent of capital. 

The most conservative surplus-build- 
ing requirement is that half of the net 
profits for any period be carried to sur- 
plus until surplus equals capital. Four 
states have this requirement. 

One of the legitimate criticisms of 
American banking already mentioned 
has been that “too many banks” have 
been chartered. In many states the su- 
pervisory authorities have been power- 
less to prevent this, not having the right 
to authorize or deny charters for new 
state banks. Progress can be reported 
along this line also in the last five years. 
At present the supervisors in 21 states 
have this power, compared with only 16 
in 1929. 

Supervisors have long been con- 
fronted with the problem of what to do 
when an examination reveals that a 
bank is following unsound practices. 
For many years the only remedy was to 
close the bank. Because of its drastic 
nature, supervisory authorities have 
been reluctant to invoke this measure 
until the bank was unmistakably in- 
solvent. There has been a recent move- 
ment to give supervisors the power to 
compel banks to discontinue unsound 
practices. The supervisors in 32 states 
and the banking boards of four addi- 
tional states now possess such power. 
It would seem that proper use of this 
authority in the future should do much 
to correct unsound conditions before 
they have gone too far. 


NEW DEPARTURE 
IN 1911 


Until Senator Nelson 
W. Aldrich devised 
the *‘Aldrich Plan of 
1911”, banking and 
currency reform 
measures of an offi- 
cial character had 
not included state 
banks either for pur- 
poses of possible 
regulation or as re- 
cipients of any bene- 
fits to be gained. 


Another means of accomplishing the 
same result is through the removal of 
inefficient officers after a hearing. 
States have been slower to grant this 
power to supervisory authorities be- 
cause of the obvious danger of misuse. 
Nevertheless, in four states the banking 
board has such power at present, and 
the supervisor has the power in nine 
additional states. With 14 other super- 
visors expressing themselves as believ- 
ing this power desirable, a further ex- 
tension of the idea seems a reasonable 
expectation. 

To turn now to the fields in which 
progress has been less impressive, we 
take up the matter of partisan political 
influence. This has often led to unfor- 
tunate results when it was present in 
state bank supervision. That the office 
of bank supervisor is still subject in 
varying degrees to the fortunes of 
politics must be evident from the fact 
that in 41 states the supervisory officer 
is appointed by the governor with the 
advice, consent, approval or ratification 
of one of the state legislative bodies. In 
only one state (Colorado) is the com- 
missioner selected by civil service ex- 
amination. 

Twenty-six state bank supervisors, 
when asked whether their office was free 
of partisan politics, replied that it was. 
Six replied that it was not. The answers 
from the remainder of the states were 
qualified. 

Two measures were suggested to re- 
move partisan politics from state de- 
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THE GLASS OBJECTION 


In December Senator Glass (above, left, talking with Senator Fletcher) 

opposed strenuously the F.D.I.C. order through the Federal Reserve 

which would have brought about an interest rate cut even in state 
banks not Reserve members 


partments of banking. One involved 
putting the whole department under 
civil service. (Incidentally, in only six 
states are bank examiners selected by 
civil service at present.) The other sug- 
gestion was that the supervisor be ap- 
pointed for a six-year term, which 
usually would not expire until two 
years after the term of office of the 
governor appointing him. 

These two proposals are not uncon- 
nected. It is in Colorado (where the su- 
pervisor is selected by civil service) that 
one finds the man who has served the 
longest of any now in office—19 years. 
It would seem, therefore, as if the terms 
would tend to lengthen automatically if 
more supervisors were selected by civil 
service. 

At present the most popular term of 
office for bank supervisors is four years. 
This is also the length of time which has 
most often been served in the past, as 
shown by the accompanying table. 

When one remembers that the pres- 
ent depression has already lasted five 
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years it is at once evident that four 
years is hardly long enough for a con- 
scientious supervisor to familiarize him- 
self with his office, outline a program 
and put it into effect. The table follows: 


Number of 
commissioners 


Years 
served 


In order to get capable men as super- 
visory officers, however, it is not enough 
to set up more thorough-going require- 
ments as to training and ability, and to 
lengthen the term of office. A salary 
commensurate with the responsibilities 
assumed must be offered. 


Before the depression, salaries for 
bank supervisors had reached what 
seemed to be a fair level in many states. 
But the conditions of recent years have 
had their adverse effect. Whereas in 
1929 there were 13 states that paid their 
supervisors $5,000 a year, only 11 states 
now pay that amount. Ten states paid 
$6,000 a year in 1929, but only five now 
pay that salary. The number of states 
paying supervisors $10,000 a year has 
dropped from four in 1929 to two at 
present. In short, bank supervisors’ 
salaries have been reduced in 19 states 
and increased in only two, the balance 
remaining unchanged. 


FAR ENOUGH 


THIS salary reduction movement has 
now progressed to the point where one 
commissioner (whose attitude is typical 
of several others) comments as follows: 
“Tt is my candid opinion that at the 
salary now offered, the Governor of the 
State of would indeed have a 
difficult time to find a banker of mature 
judgment and with the proper kind of 
experience to accept the position. This 
in itself would have a tendency to 
weaken bank supervision, making the 
acceptance of the position contingent 
on political benefits the individual 
might be able to gain therefrom.” 

In spite of the retarding influence of 
short terms, partisan political influ- 
ence, low pay and inadequate power, 
the state bank supervisors continue to 
expend thought as well as effort on the 
job of keeping their banks strong and 
serviceable. That they stand staunchly 
by conservative practice is revealed in 
their attitude toward their present 
banking laws. 

Nine of them, in answer to a question 
as to what they consider the strong 
feature in such laws, refer to the powers 
given to the supervisor, or the banking 
board. Seven mention limitations on 
loans in this category. Five refer to 
powers in granting charters for new 
banks. Four supervisors believe that 
their states’ requirements as to building 
up surplus accounts constitute strong 
features; four mention minimum capi- 
tal requirements for new banks; four, 
investment limitations; four, restric- 
tions on loans to directors and officers. 
Three speak of the limitations on the 
amount which banks may invest in 
fixed assets as an important feature of 
their state laws. Two supervisors refer 
to the creation of banking boards under 
this head; two others specify the segre- 
gation of savings assets. 

The supervisors’ preferences as to 
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new legislation are also constructive. 
Four of them would like to see reduced 
the limit on loans which a bank may 
make to a given borrower. Four would 
like to have the double liability on bank 
stock eliminated. (One, on the other 
hand, would like to have the provision 
in his state’s law for treble liability 
strengthened.) Three each (not always 
the same three) are in favor of the 
following: 

Surplus-building requirements. 

Legislation linking capital or net 
worth to deposits. 

Increased capital requirements. 

Power to remove bank officers. 

Branch banking. 

Other proposals, each of which was 
mentioned as desirable by at least two 
supervisors, were: 

Authority to deny new charters. 

Authority to require more complete 
reports from banks. 

Limitations on real estate loans. 

Limitations on the amount which 
banks can invest in fixed assets. 

Authority to limit the rates of inter- 
est paid on deposits. 

Separation of commercial banking 
from dealing in securities. 


One of the most interesting sugges- 
tions was that a law requiring that pay- 
ments against the principal of loans be 
made at regular intervals would be 
helpful. The same supervisor suggested 
a requirement that investments of com- 
mercial banks be confined to securities 
(bonds) not lower than some minimum 
grade; and he added that some way 
ought to be found to “require banks to 
maintain a higher degree of liquidity 
than was followed prior to the de- 
pression.” 

Important as many of these legisla- 
tive improvements undoubtedly are, 
the supervisors realize that legislation 
alone will not result in better state 
banks. That was brought out in their 
answers to the question as to what 
measures would, in their opinion, have 
aided in preventing many of the state 
bank failures of the last five years. One 
of them replied: “ Majority of failures 
during recent crisis were due to causes 
beyond legislative or supervisory con- 
trol. A number of failures might have 
been prevented by greater care in grant- 
ing new charters.” 

Another wrote: “Do not believe that 
additional laws or regulations would 


have helped materially, but more rigid 
enforcement of existing statutes would 
undoubtedly have been beneficial.” 

As one supervisor who has been many 
years in the field expressed it: 

“‘T do not see how by statute you can 
instil courage, daring and a large gump- 
tion quota in the supervisor. Personally 
I recognize bank supervision as a pro- 
fession requiring much training, pa- 
tience, and excellent judgment. It is a 
life’s work.” 

The movement which has as its ob- 
ject the raising of the office of state bank 
supervisor nearer to such a professional 
status deserves the support of all those 
who are interested in the future of state 
banks. The supervisors cannot do it 
alone; they must have the support of 
the banks and bankers in their state. 
And they ought to have it. For if we are 
to have a stronger and a better system 
of banks in the states it will come mainly 
through better management aided by 
better bank supervision. This is a task 
to call forth the best energies of bankers 
for years to come. For, gratifying as is 
the progress in state bank supervision in 
the last five years, there is still at least 
as much to be done as has been done. 
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STANDARD piece of dollar mer- 
A chandise is suddenly reduced in 
price to 59 cents at the largest 
department store in town. All the other 
retailers continue to charge a dollar. 
Can there be any doubt as to which store 
will enjoy the heaviest volume of sales 
in this article? 

The action of the United States Gov- 
ernment in devaluing the dollar to 59 
cents gold is analogous, in world trade, 
to the overnight price cutting of the 
department store. Any American com- 
modity for which we used to charge 
foreigners the equivalent of $1 gold in 
their own currencies will henceforth be 
delivered for the equivalent of 59 cents 
gold. Did they formerly pay 25% 
francs, 4 marks, 2% guilders for a cer- 
tain article? Good, they need only pro- 
duce from now on 15 francs, 24 marks 
or 11% guilders and we will hand over 
the merchandise with a smile, if not 
with a chuckle. 

In the United States 59 cents now 
make a dollar—when spent by citizens 
of other countries. Americans continue 
to pay a dollar for a dollar’s worth of 
goods. The American safety razor for 
which you disbursed a dollar two years 
ago still costs a dollar in your home 
town, but in Germany it can now be 
sold, with the same profit, for 59 cents, 
i.e. 2% marks instead of 4. 

Perhaps the score will be even if 
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99-cent Dollar 
Diplomacy 


By O. ERNEST MOORE 


The author is an American official of 
the Bank for International Settlements 


Americans can discover some sort of 
bargain-counter for themselves abroad. 
If the reader will take pencil and paper, 
he can easily figure out some of the 
foreign “bargains” now available to 
him. A Swiss watch which costs, let us 
say, 520 Swiss francs in Geneva and 
which used to fetch $100 (plus duty) in 
the American market now has to be sold 
for $169 (plus duty) in order to bring 
the same return to the Swiss exporter. 
In other words, American buyers are 
finding that the prices of foreign goods 
have been raised to an exhorbitant 
level as a result of the reduced value 
of our currency. 

Some of the consequences of the 
arbitrary devaluation of the dollar are 
nothing less than fantastic. Disregard- 
ing customs duties, an American auto- 
mobile selling for $1,000 in the domestic 
market can be marketed in France for 
15,000 francs and still bring exactly the 
same profit to the American manufac- 
turer as did a sale at 25,500 francs before 
devaluation. But 15,000 francs make 
only 590 pre-Roosevelt dollars. Now 
consider a French-made automobile 
which used to be offered in America for 
$1,000. If the French seller is not to 
suffer a reduction of profit, he will have 
to get a price of $1,690—the present 
equivalent of 25,500 French francs. 
Thus we see the American $1,000 car 
selling in France for $590 and the 
French $1,000 car quoted in the United 
States at $1,690. Put otherwise, two 
articles formerly equal in price now 
have to be quoted in a 3 to 1 ratio in 
order to maintain the same profit 
margins. 

Of course, the theoretical result does 
not always develop in actual practice. 
Certain foreign countries, after making 


the above calculation, did something 
about it. Some manipulated their im- 
port quotas against the threatened in- 
flux of American merchandise. Others 
which had no quotas initiated them or 
resorted to an increase in tariff rates. 
Such measures, however, concern only 
direct imports from America into the 
countries adopting them and of course 
do not affect the volume of American 
exports to the rest of the world. Nor can 
any nation influence the volume of 
American purchases from it and from 
the rest of the world; it has no means of 
counteracting the artificial increase 
which our Government decreed in the 
prices of its goods in the American 
market. 

Whereas, with the proceeds of the 
sale abroad of a $1 article, we used to be 
able to buy a dollar’s worth of some 
foreign product, we have agreed that 
henceforth the foreigner need ship only 
59 cents worth and we will call the ac- 
count squared. This would be gen- 
erosity personified if we really con- 
tinued to buy the same merchandise 
abroad in the same quantities as before, 
but in practice we find that our action 
so greatly raises the cost of the goods 
that we had better buy or make them 
at home, where, with minor exceptions, 
59 cents worth costs only 59 cents. 

American merchandise exports last 
year totalled roughly 2,150 million dol- 
lars. In former times the proceeds would 
have enabled us to buy 2,150 million 
gold dollars worth of foreign goods. 
The position today is, however, that 
these 1934 exports brought in only 
1,270 million 100-cent dollars and that 
is all we are entitled to purchase in for- 
eign markets with the proceeds. The 
difference of 880 million gold dollars is 
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sheer loss to us as a nation. We simply 
gave that much away during the year 
1934. Worst of all, what we actually 
managed to buy abroad amounted to 
only 1,650 million paper dollars, i.e. 970 
million gold dollars instead of the 
above-mentioned 1,270 millions. 

America has, therefore, deliberately 
renounced part of her foreign purchas- 
ing power, and in practice cannot even 
maintain the buying volume to which 
she is still entitled. Even in the sup- 
posedly disastrous year 1932 we re- 
ceived 1,611 million gold dollars for our 
exports and imported 1,323 million 
gold dollars worth of foreign merchan- 
dise, whereas last year we received only 
1,270 million gold dollars for exports 
and succeeded in bringing into the coun- 
try only 970 million gold dollars worth 
of foreign products. 

Some protagonists of dollar devalua- 
tion point to the fact that numerous 
other countries have depreciated or 
devalued their currencies since the War. 
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“We simply followed in their foot- 
steps.” As applied to the French, Ital- 
ian and Belgian devaluations, this argu- 
ment is too obviously based on ignorance 
of the facts to require rebuttal. Sterling 
has been neither arbitrarily devalued 
nor deliberately depreciated. For over 
six years—1925 to 1931—Great Britain 
struggled under the burden of a huge 
government debt, unbearable taxation, 
inflated price and cost levels and rigid 
wage schedules—all contradicting the 
valuation she was trying to maintain 
for her currency. This over-valuation of 
the pound constituted the underlying 
cause of England’s inability to compete 
in world trade. 

Despite tremendous foreign credits 
contracted in its defence, sterling was 
finally forced off gold when the re- 
serves of the Bank of England had been 
completely drained or pledged and no 
gold whatever remained available for 
supporting the exchange. No greater 
blow could have befallen the English- 
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man’s national self-esteem, but in real- 
ity the calamity was limited to con- 
siderations of pride and prestige. The 
fact that the pound was forced off its 
$4.86 parity was actually the remedy 
for Great Britain’s unfavorable post- 
war situation. 

As for the depreciation of the Japa- 
nese yen, it is sufficient to note that the 
result has been to flood the world with 
cheap Japanese wares. Do American 
manufacturers like this development? 
If the answer is no, there would appear 
to be no reason why the rest of the 
world should particularly relish a re- 
newed flood of American products under 
a 59-cent dollar. 

In the 10 least abnormal post-war 
years, 1921 to 1930 inclusive, United 
States exports averaged something 
over 4.5 billion dollars per annum and 
imports slightly more than 3.7 billion 
dollars. Normally we exported 800 mil- 
lion dollars worth of goods annually 
more than we imported. In the years 
1931, 1932 and 1933 our favorable 
trade balance was reduced by the world 
crisis to 334, 288 and 224 million dollars 
respectively. During the gradual de- 
preciation of the dollar after April 1933 
there was considerable incentive on the 
part of Americans to expedite imports 
before the cost was increased by further 
depreciation. Nevertheless, in the latter 
part of 1933 there was already some 
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Right—Customs buildings on the U. S.- 
Canadian border at Norton Mills, 
Vermont 
Below—The U._ S.-Mexican border 
across a highway at Tiajuana 


slowing down of imports and an up- 
ward trend in exports, with the result 
that our favorable balance for the last 
half of 1933 was nearly double that of 
the first half. While the exact export 
surplus for 1934 is not known at this 
writing, it grew rapidly throughout the 
year, bids fair to amount to a half bil- 
lion dollars, and will in any event be 
more than twice the 1933 surplus. 

With the balance in our favor grow- 
ing steadily, it is plain that we are once 
again on the road we so thoughtlessly 
traveled in the heyday of the New Era. 
All sign-posts point to the conclusion 
that the post-war disequilibrium in 
world trade is in course of being ag- 
gravated, despite the fact that it is now 
generally understood that the world 
crisis was largely caused by this dis- 
location of trade balances—a condition 
which rendered the transfer of for- 
eigners’ debt instalments to us impos- 
sible except by our lending them fresh 
money in ever mounting volume. 

If in the average New Era year we 
could sell 4.5 billion dollars worth of 
goods priced in 100-cent dollars, it is 
certain that with any approach to 
normal world conditions we will soon 
be selling at least that amount in 59-cent 
dollars. The real probability is that the 
value of our foreign sales will tend to go 
beyond the old figure and may even 
soar within a few years to six billions 
or higher. Owing to the higher do- 
mestic prices of our farm products re- 
sulting from the scarcity program now 
being followed, most of the increased 
exports will be factory products. Manu- 
factured exports during the first ten 
months of 1934 already represented 
58.7 per cent of our domestic exports, 
as against only 52.9 per cent in the same 
period of 1933. Thus the coming rise in 
our exports will not even have the 
virtue of solving our long-standing 
farm problem. 

On the other hand, our essential im- 
ports will probably cost more than they 
did in pre-Roosevelt dollars. For this 
and other reasons, it is not likely that 
we shall soon be buying abroad in 
anything like the 1921-1930 quantities. 
There will be a distinct tendency to 
limit foreign buying to commodities 
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which cannot be produced at home. 
Any increase in the aggregate value of 
our imports is destined, therefore, to be 
a slow, uncertain process unless vigor- 
ous steps are taken to accelerate it. 
Assuming, nevertheless, some growth in 
imports—to, say, 2.5 billion dollars 
from the present level of 1.6 billions— 
the United States a few years hence 
would still have a favorable trade 
balance of between 2 and 3.5 billion 
dollars. Incredible, some will say. Yet 
less incredible than the fact that we 
deliberately adopted methods which 
invite such an outcome. 

The disturbing effects of a 59-cent 
dollar are destined to be felt likewise in 
the invisible items of the balance of 
payments. American tourists are bound 
to make more careful calculations be- 
fore embarking on a journey where a 
dollar brings only 15 French francs, 3 
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Swiss francs or 11 lire. Many will prefer 
to spend vacations in the United States, 
to “see America at last.” Wealthier 
travelers who continue to visit Europe 
will spend less freely. As a result, 
tourists’ expenditures are unlikely to 
experience any rapid, considerable 
growth. Immigrants’ remittances will 
tend similarly to be held in check. 
Finally, as the conviction grows that 
no further depreciation of the dollar 
is to be undertaken, American funds 
hoarded or invested abroad will be 
tempted to return, and European capi- 
tal in quest of safety or profit will flow 
steadily to the American money and 
securities markets. In fact, the repatria- 
tion of American capital began last 
year and has already added to our 
reserves tremendous quantities of gold 
unwanted by us and badly needed by 
Europe. 
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Some see in the 59-cent dollar an 
advantage offered our foreign debtors, 
in that it allows them to pay off their 
indebtedness at 59 cents on the dollar. 
This is true, provided the debtors can 
get the dollars. They cannot pay Amer- 
ica in sterling, belgas or zlote; some- 
where, somehow they have to get hold 
of actual dollars, the only things Amer- 
ican creditors can use. The dollars can 
be acquired by selling us goods or serv- 
ices, or by shipping gold. Since the cost 
of foreign goods and services has been 
rendered so high by our currency de- 
valuation that we are likely to take less 
in future, rather than more, foreign 
debtors will have to ship gold; those 
who have none, or not enough, will 
default. 

Even the prospects of attaining some 
guaranty of world peace have been hurt 
by the additional impediments which 
dollar devaluation placed in the path 
of world trade. Peace messages and 
disarmament or other conferences are 
much less effective in removing war 
dangers than would be an expansion of 
international commerce. This, with the 
accompanying rise in employment and 
profits, would give the peoples every- 
where fresh hope and something else to 
think about than war. 

A situation has arisen, therefore, 
which must be faced honestly if we are 
not to risk a relapse into economic 
chaos or a plunge into even worse. 


What can be done about it? Six possi- 
bilities come to mind. We can 

(1) restore all or part of the former 
gold content of the dollar; 

(2) modify the American tariff; 


(3) maintain two price levels—do- 
mestic and foreign; 

(4) create a second currency for 
foreign business only; 

(5) let nature take its course; 

(6) adopt a controlled clearing sys- 
tem for foreign transactions. 

The first possibility is hardly worth 
considering at this stage. Whether or 
not devaluation was wise, there can be 
little real expectation of getting the 
Administration to reverse one of its 
major policies which has had legal 
sanction for only a year. 

The second solution is the most prac- 
tical and the one most in conformity 
with the supposed views of a Demo- 
cratic administration, as well as with 
the best economic thought. The ill- 
famed Hawley-Smoot tariff was auto- 
matically raised an additional 69 per 
cent by dollar devaluation. The Presi- 
dent’s bargaining powers are no ade- 
quate remedy, because even when a 
maximum concession of 50 per cent is 
made, the new duty will still amount to 
85 per cent of the Hawley-Smoot level. 
Moreover, every advantage conceded 
under the bargaining powers must be 
offset by an equivalent advantage for 
American exports, so that the funda- 
mental disequilibrium will remain. It 
would suffice to reduce the tariff to 
reasonable levels, either for an in- 
definite time or for a two-year emer- 
gency period. Better yet, duties could 
be abolished on items which are not 
competitive with American products or 
which are mainly for revenue, and other 
rates reduced sufficiently to allow some 
real, as opposed to the present theo- 
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retical, competition from foreign sellers. 
The Government could arrange, if need 
be, to guarantee reimbursement to home 
industries of any losses or diminution 
of profits actually caused by temporary 
tariff reductions. The results in the form 
of increased imports, added profits, less 
unemployment, new export trade (par- 
ticularly in agricultural products), lower 
living costs, higher living standards and 
improved collection of foreign debts 
should more than compensate the na- 
tion for the eventual cost of any such 
subsidies. 

The maintenance of separate price 
levels for our principal commodities, 
one for exports and the other for do- 
mestic consumption, would necessitate 
varying the price differentials according 
to the nature of the commodities in- 
volved, thus leading to discriminations 
and sectional or trade disputes. The 
difficulties of administering any such 
system would be practically insur- 
mountable. 

The establishment of a separate cur- 
rency for foreign trade would be only 
another form of two-price system. The 
scheme could not possibly be rendered 
flexible enough to function in a country 
where such a wide variety of products 
would be subject to the same export 
tax resulting from the higher value of 
the external currency, and in a world 
where the advantages of the plan for 
other nations would depend largely on 
the value of their own currencies. 
Moreover, both the dual price and the 
dual currency systems would be at- 
tempts to cure the existing maladjust- 
ment by cutting down our exports, 
whereas the ideal remedy would be one 
which raised our imports without 
restricting exports. 

Should we, then, simply let nature 
take its course, with a fervent hope that 
a substantial rise in the domestic price 
level will occur before it is too late, or 
that the painful deflation now in prog- 
ress in other countries will bring their 
price and cost levels into conformity 
with our own? The danger is that im- 
portant nations now clinging to full- 
value currencies may in the meantime 
be forced to let go and thus start a fresh 
currency and trade war. If, on the other 
hand, all countries succeed in maintain- 
ing the present value of their currencies, 
the process of deflation may be so long 
and burdensome as to lead to social 
troubles, revolutions or warfare. 

There remains the possibility of es- 
tablishing a controlled system of clear- 
ing all foreign transactions, including 
trade, tourist traffic, investments and 
remittances of all kinds. Under such a 
system no for- (CONTINUED ON PAGE 50) 
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VALUED depositor of your bank 
A stops at your desk and states his 
case as follows: 

“A few months ago a life insurance 
man representing a leading company 
convinced me that an annuity would be 
a good investment for me. At that time 
I didn’t have enough money available 
to make it worth while. Today I can lay 
my hands on $20,000. But I understand 
that at the turn of the year this man’s 
company and the other large ones 
raised their rates. Is an annuity still a 
good investment for me? 

“You understand my position thor- 
oughly. You know that I maintain a 
balance sufficient to take care of any 
sudden emergency. You know that I 
have a few Government bonds, enough 
to provide funds necessary to pay any 
obligations and expenses which I might 
have at death. The $20,000 I might in- 
vest now would not affect this ar- 
rangement. 

“T realize that you might possibly 
recommend for me certain bonds as safe 
as the annuity. But I have no family 
now and am not particularly interested 
in leaving securities to anyone. What I 
am interested in is buying as large an 
income as I can, with safety, which I 
am reasonably sure will last as long as I 
do. With all these factors in mind would 
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you advise me to invest this $20,000 in 
an ordinary life annuity?” 

You know that this man is a wid- 
ower, 65 years old, and has retired from 
active business. In seeking to give him 
the unbiased and impartial advice he 
asks for what would you say? Would 
you be justified in telling him that the 
new annuities are fair to the buyer as 
well as to the companies offering them 
and that the step he is contemplating is 
a wise one? It seems to me, based on 
some study of the new annuity rates 
from the investment standpoint, that 
this man’s plan merits his banker’s ap- 
proval. To determine the reasons for 
such a conclusion let us examine in some 
detail the various factors in the present 
situation. 

We do this not alone for this deposi- 
tor, who is typical of a large class, but 
also for other depositors in similar cir- 
cumstances who will be asking annuity 
questions during the coming year, if the 
trend toward annuities continues. In 
fact, it is our observation that, while 
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annuities have been offered for half a 
century or more, they have never been 
the live subject among the general run 
of depositors to the extent that they are 
today. 

Let us first examine the old rate and 
the new, taking the figures of the com- 
pany writing the majority of the an- 
nuities in the United States. 

Last November, before the rate 
changed, this man of 65 could have 
bought for his $20,000 a guaranteed 
monthly income for life of $160.40. 
Today, the $20,000 will buy a monthly 
income of $142.40—more than 10 per 
cent less. 

But that does not finish the story. 
The new annuities are participating— 
that is, the guaranteed income is in- 
creased by dividends. The 1935 divi- 
dend scale applied to the above case 
would increase the income during 1936 
by about 10 per cent. In other words, 
this man could count upon $156 a 
month in 1936 and a steadily rising 
scale thereafter. For example, after the 
annuity was five years old, according to 
present schedules, he would be getting 
$158.76. 

This is based on conditions remaining 
at about the present status in the in- 
vestment field. If conditions improve in 
five years, a quite logical expectation, 
then this annuitant’s income five or six 
years from now will exceed the $160.40 
guaranteed under the old rates. 

In this connection, it may be noted 
that many life insurance companies 
have made some excellent investments 
in the past two years at rock bottom 
prices. When the country returns to nor- 
mal conditions it is said that some of 
these investments should show a return 
of 8 or 9 per cent on the purchase price. 
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A factor in social security has been the 
extraordinary rise in insurance assets 
since the war 
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President, 


This would be highly beneficial to 
holders of participating annuities. 

It is quite possible, therefore, that 
annuitants buying the participating 
contracts of today will, in a few years, 
be in a better position than those who 
purchased the non-participating con- 
tracts of the pre-December 1934 period. 

It is true that an insurance company 
does not guarantee dividends. How- 
ever, policyholders of the larger mutual 
companies have come to consider them, 
and justly so, almost as certain as the 
rising sun. The company whose rates 
were quoted above is 75 years old and 
has paid dividends on its insurance 
policies without interruption for the 
past 70 years. Certainly this sort of a 
record would seem to promise a similar 
practice regarding annuities. 

One of the inconsistencies of the in- 
surance field has been the sale by mu- 
tual companies of participating insur- 
ance and non-participating annuities. 
It is surely more logical for such com- 
panies to make all of their contracts 
participating. 

Of course, the main basis for the lower 
guaranty is the avalanche of annuity 
money the large companies are receiv- 
ing, and the difficulty of investing this 
money steadily in securities of unques- 
tioned safety to yield the rates obtain- 
able even two or three years ago. 

For example, the records show that 
during the first 11 months of 1934 in- 
vestments of 44 leading companies ag- 
gregating about one and a half billion 
were distributed as follows: United 
States Government securities 57.4 per 
cent; state, county and municipal bonds 
15.5 per cent; public utility bonds 6.6 
per cent; farm loans 1.5 per cent; and 
city property mortgages 2.8 per cent. 

The predominance of United States 
Government securities with interest 
yields averaging about 234 per cent 
naturally has had the effect of substan- 
tially reducing the average yield on the 
securities of these companies. 

The participating annuities provide a 
safety valve or margin which can be ad- 
justed when necessary to meet changed 
conditions, freeing actuaries of today 
from the almost impossible task of de- 
termining what interest rates and 
mortality will be 40 years from now. 
The excess in the participating annuity 
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STATE-WIDE MANDATORY 
SYSTEMS 


COUNTY OPTIONAL SYSTEMS 


("= NO OLD AGE PENSION LAWS 


* Wisconsin's Jaw becomes statewide and mandatory July |, 1935. 


SOCIAL SECURITY 


In seven of the states where old-age pension laws were not in effect at 
the end of 1934, governors have asked for legislative action. In four 
others the governors have urged cooperation with the Federal plan. 
The map above indicates the amounts paid under state pension laws 


is a margin of safety rather than a share 
in the earnings, as in the case of life 
insurance. 

Going back to our example of the 
man of 65 without dependents, we find 
that his $20,000 at the old rate brought 
him a return of 9.62 per cent on his 
money. The new rate of return, without 
dividends, is 8.54 per cent. 

Where can such a man get a safe in- 
vestment today yielding that much, 
with the further guaranty of a company 
with assets exceeding $1,500,000,000 
that the income will last as long as he 
does, even though he should receive two 
or three times his original consideration? 

Consequently it will seem that, if this 
bank customer felt that a life annuity 
was a good investment for him a few 
months ago, the same is true of his buy- 
ing the contract on the participating 
basis. 

If his wife were living he would 
doubtless favor a refund annuity, under 
which the company guarantees to pay 
out to him or to his family at least the 
total consideration. For example, if he 
died after receiving payments totalling 


$12,000, the income would continue to 


his wife, or to his children, until the 
entire $20,000 had been repaid. Under 
this plan his guaranteed monthly in- 
come would be $114 instead of $142.40, 
but would continue beyond his death, 
as stated above. 

The change in the refund annuity 
rates are about the same, in proportion, 
as those of the life annuities. 


It is quite evident that the question 
of their annuity business is receiving 
a vast amount of thought on the part 
of leading insurance executives. They 
are realizing anew that many annuity 
contracts are long term propositions 
stretching far into the future years of 
investment conditions, which can now 
be only vaguely estimated. 

For example, one company had an 
annuitant die this summer at 103 who 
had been drawing her income for 50 
years. She had four annuities, the first 
taken at 53. 

An underwriter of a leading company 
says that while the commission paid on 
annuities is well below that on life in- 
surance, his company on January 1 still 
further reduced commissions on imme- 
diate annuities. This looks like encour- 
agement to representatives to forget 
annuities and go back to writing life in- 
surance—although this is by inference 
only and has never been so stated. 

It is interesting to note that one lead- 
ing company has withdrawn altogether 
two kinds of annuities which, however, 
have never been very popular—deferred 
annuities and the cash refund annuity. 
The cash refund annuity differs from 
the refund annuity in that the differ- 
ence between the consideration and the 
amount the annuitant has received is 
payable at death in a lump sum, instead 
of in a continuing income as in the 
ordinary refund type. The latter has 
always been more popular and is accord- 
ingly retained. (CONTINUED ON PAGE 50) 


31 


| 


‘Com- 
‘—the 
urs— 
‘rink 

But 


with 
ader. 
d for 
e the 


ma 
2 not 


there 

rking 
the 


DOLLAR RISES | 


ABOVE OLD 
PARITY 


Gold Clause Case 


Uncertainty 


FORMER VALUE MAY 
BE RESTORED 


World-wide demand for the dollar 
yesterday forced its yalue up to well 


“tinie’ the~ rate reache 
24.833, the highest point for the 
dollar since its devaluation in 1933. 
The closing quotation of $4.85 
in London represented a rise of.5 
cents on the day. 

The chief reason for the movement was 
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ad above the old parity with the pound. |, 


the rumour from America that if the gold | - 


clause case results in a decision adverse 
to the U.S. Government, the dollar will be 
restored to its o!d value. 

. The uncertainty in the exchanges led to 
great activity in the bullion market. Over 
£1,400,000 of gold changed hands during 
the day. Some gold hoarders considered 


Defense 


BANK BILL 


Under-Secretary Coolidge,Goy- 
ernor Eccles, Secretary Mor- 
genthauand Herman Oliphant, 
assistant to the Secretary, on 
the White House steps. A di- 
gest and summary of the pro- 
posed Banking Act of 1935 will 
be found on pp. 36 to 40, inclu- 
sive, in this issue of BANKING 


LABOR TRUCE 


On February 11 the A. F. of L. 
executive council conferred 
with Mr. Roosevelt at the 
White House. A better under- 
standing was said to have been 
developed, and the President 
afterward made a formal state- 
ment covering matters the 
conferees had agreed upon 


HARRIS & EWING 


| DEF ENSE. The recent costly disaster of the Macon, sister ship of the destroyed 
‘{ Akron, will have its bearing on the extensive plans for better defense in the Pacific 


it = ent to seli gold in London and buy | c 
doll 


ars, while others sold francs and dollars 


h.| and bought gold. 


The franc exchange suffered in the con- 
fusion, and the dollar-franc rate swung 
violently above the point at which it is 
profitable to export gold from France. 


EXCITEMENT ON 
WALL STREET 


GOLD. Throughout the world pre- 
decision rumors kept the financial 
markets on edge. Above, a clipping from 
an issue of the London Daily Telegraph 


32 


WIDE WORLD 


BANKING 


— 
ACME 
= 
ident 
x 
onth 
poe 
| 
Gold 
the b Oo 
tralia 
‘om 
Labor 
Po — 
irn to publi: ; 
iets? Co 
inists flay< 
y and Oppo 
veting, duc| 
They bet 
ithful M. 
t at no dem: 
nolest TH 3 
meet 
noon 
om! 
rallin 
renc| and 
pass- the f 
have 
ed in 
f the es, 
Saar. 
ently 
M 
he 4 


The Condition of BUSINESS 


IHREE factors of outstanding importance in banking 

during the past month have been the almost unbroken 

rise in member bank excess reserves with the Federal 
Reserve banks; a sharp increase in bank clearings as com- 
pared with last year; and some evidence that, after declining 
steadily since last October, commercial lending by the banks 
shows an upward tendency. 

Business seemed to draw some reassurance from the 
Supreme Court’s gold decisions. Notwithstanding the em- 
phatic objections which have been raised to the Govern- 
ment’s monetary policies, business has gone far toward re- 
adjusting itself thereto. Whatever its eventual success, the 
program has now avoided the necessity for a disturbing, 
if not critical, interruption which doubtless would have left 
its scars on industry and finance. 

Uncertainty on this important issue has been removed, 
and there would appear to be ground for believing that while 
the Court let the Government escape, at least for the time 
being, the penalty implied by the unconstitutionality of its 
own gold payment abrogation, Congress has been informed 
that repudiation can never be countenanced. 

An inflow of American capital from abroad has hastened 
in recent weeks the expansion of bank reserves of the coun- 
try. The seasonal retirement of currency following the 
Christmas holidays, combined with Government disburse- 
ments and a new gold inflow, caused member bank reserves 
to rise more than $500,000,000 in January alone, to the 
extraordinary figure of $2,300,000,000 early last month. 

The total volume of reserves for the country as a whole at 
the end of January was approximately double that of 1929, 
when we witnessed the greatest real estate and security 
boom in the history of the country. 


BANK Bank clearings in January totaled slightly 
CLEARINGS More than $25,500,000,000, as compared 

with $21,400,000,000 for the same month a 
year earlier. By districts, New York showed an increase of 
19.6 per cent, Boston 4.6, Philadelphia 25.2, Cleveland 19.0, 
Richmond 16.1, Atlanta 17.2, Chicago 33.2, St. Louis 13.7, 
Minneapolis 7.6, Kansas City 23.3, Dallas 6.7, and San 
Francisco 16.2. 


Now that the Federal Reserve Board breaks down the 
items “loans for others” into three sections—‘“acceptances 
and commercial paper”, “real estate loans”, and “ others” — 
it is possible to follow a little more closely changes in the 
make-up of bank portfolios, not only for the country but by 
districts. Loans of these three types for the country as a 
whole were off, largely as a result of seasonal considerations, 
between the first of October and the first week in February 
by $35,000,000, $15,000,000, and $163,000,000, respectively. 

Of late, however, this decline has shown a tendency to 
flatten out, and it would not be surprising if in the next few 
weeks we witnessed an upturn of this so-called commercial 
lending. The three items at the beginning of the year were 
off somewhat more than $200,000,000 from their January, 
1934, levels. 

Over a short term it does not appear possible to discern 
any definite and conclusive relationship between the volume 
of commercial loans in a given district and the rate of busi- 
ness activity in that area. Thus, we find that although their 
commercial loans have declined in all four cases in the last 
few months, the most prosperous centers recently have been 
New York, Cleveland, Chicago, and Philadelphia, with 
Cleveland, owing to its inclusion of so much of the automo- 
bile and steel industry, the acknowledged leader. 


BUILDING dustry continues tobe building, In 1928 
CONSTRUCTION 
the building industry accounted for 
expenditures of about $550,000,000 a month. In January of 
this year it amounted to less than $100,000,000, and actually 
was lower than in any month of 1934 except February and 
December, when it touched $97,000,000 and $93,000,000, 
respectively. What hurts most, perhaps, is the low rate of 
residential building, which averaged about $20,000,000 a 
month in 1934, against ten times that figure in 1928. Janu- 
ary proved the best month since October in this particular 
field, but showed expenditures of only a little more than 
$22,000,000. 
What may be described, perhaps, as the most notable 
feature of the business recovery of the last three years has 
been its spasmodic nature. By the end of 1934 the business 


Discount rates in the 12 Federal Reserve banks 


EBRUARY 20, 1934 


March 1935 


- 
FEBRUARY 20, 1935 
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index of the Federal Reserve Board stood at 77 per cent of 
the 1923-25 level, which represented an advance from the 
March 1933 low of approximately 30 per cent, and from the 
July 1932 bottom of the depression of nearly 40 per cent. 
Yet, there has been almost no real continuity to this rise. 
It has consisted, instead, of four clearly-defined spurts, the 
first three of which have been followed by rather serious 
relapses. 

The first recovery effort carried only from July 1932 to 
the early Fall of that year, when it stumbled against the 
elections and the war debt controversy. The downturn was 
accelerated by the series of bank holidays which commenced 
in February 1933 and which culminated with the complete 
paralysis of the banking system in March. The second spon- 
taneous advance on the part of business was the spectacular 
rise of the late Spring and early Summer of 1933, based 
partly on the expectation of inflation, partly on anticipation 
of a higher price level under N.R.A. This boom terminated 
with the collapse of the commodity and security markets in 
mid-July, and was followed by a decline almost as precipitate 
as the rise had been, a decline which wiped out approxi- 
mately half the gain. Beginning with November 1933 the 
third recovery effort got under way, and this carried to the 
middle of May 1934 at which point there began the longest 
recession since the bottom of the depression was reached 
nearly two years earlier. Just when it seemed that that de- 
cline might carry us back to the levels of the bank holiday, 
however, the course of business suddenly reversed itself, and 
in the two months, November 15 to January 15, it had 
recovered all the ground lost in the previous five months. 


As this is being written the question that is 
being asked is: “‘ Have we reached, and perhaps 
passed, the fourth peak on our way back?” 
This is a fair question, in view of the fact that such sensitive 
weekly business indices as, for example, that of the New 
York Herald Tribune, have shown recessions now for three 
weeks past, or since the last half of January. 

Yet, if it is a fair question, it is not a question that can be 
answered out of hand, for it is doubtful if there ever have 
been more imponderable elements to be considered in assess- 
ing the business situation than have come to the fore in 
recent weeks. 

Undoubtedly, the uncertainty as to when and how the 
Supreme Court would decide the momentous gold question 
contributed to the hesitancy of the business curve. Although 
the country now knows the result of the Court deliberations, 
it may be recalled that the curve, which had been moving 
ahead at a smart rate, began to waver the very week when 
arguments on the gold cases were heard by the Court. With 
the decision out of the way, the reaction of business generally 
should soon be visible in the familiar trade indices. 

The Supreme Court, rendering its decision in regard to 
the gold clause in Government bonds, said: 

“Tn authorizing the Congress to borrow money, the Con- 
stitution empowers the Congress to fix the amount to be 
borrowed and the terms of payment. By virtue of the power 
to borrow money ‘on the credit of the United States’, the 
Congress is authorized to pledge that credit as an assurance 
of payment as stipulated—as the highest assurance the 
Government can give, its plighted faith. 

“To say that the Congress may withdraw or ignore that 
pledge is to assume that the Constitution contemplates a 
vain promise, a pledge having no other sanction than the 
pleasure and convenience of the pledgor. This court has 
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FROM the international viewpoint 
the decision must bring rejoicing 
even though certain of its aspects will 
be long and bitterly contested. The 
judgment should not only bring a 
little calm to the exchange market, 
but ought to be psychologically fa- 
vorable to the france and the curren- 
cies attached to it because of its 
theoretical recognition of the validity 
of the gold clause. 
L’Intransigeant, Paris 


given no sanction to such a conception of the obligations of 
our government.” 

The cornerstone of recovery is “the credit of the United 
States.” That is the only support for the rambling structure 
built by the Government as a convalescent home for finance, 
industry and society, and Congress stands reminded that the 
“plighted faith” on which the country rests cannot be 
repudiated. 

If the Supreme Court, in effect, “left things as they were” 
so far as the monetary program of the Administration was 
concerned, it also, by reaffirming the sanctity of the Govern- 
ment’s word, provided a strong basis for business confidence. 
Responsible officials at Washington have repeatedly asserted 
that the credit of the United States was not to be impaired 
in the execution of Federal recovery policies. In giving this 
assurance the President and his aides rely on the strength of 
the banking structure which is administrator for the wealth 
of America. The banks, in turn, rely on the “plighted faith” 
of a national Government that fully accepts its responsibil- 
ities. 


Without doubt there was a definite relation- 
ship between the Court’s delay in handing 
down its opinion and the sluggishness of the 
capital markets. During the first half of February the turn- 
over on the New York Stock Exchange fell to less than 
400,000 shares daily on numerous occasions; although a 
brisk upward flurry followed disclosure of the Court’s views, 
trading soon reverted to dullness. A dearth of new security 
offerings also seemed traceable to the prevailing hesitancy 
of business and finance to venture far until the monetary 
policies of the Administration had been passed. 

In the face of a recent liberalization of the Securities Act, 
new corporate issues in January fell to a purely nominal 
level. The grand total of new securities brought out in Janu- 
ary was $140,000,000; but of this total $36,000,000 repre- 
sented a flotation of Intermediate Credit Bank debentures 
and $96,000,000 represented municipal obligations. Corpo- 
rate issues amounted to less than $8,000,000. 

In view of the evidence of the financial markets as ex- 
emplified in these two important directions, it seems clear 
that business as a whole was to a considerable extent under 
the influence of apprehensions concerning the gold clause. 


BANKING 


THE 
MARKETS 


Nor has this been the only intangible affecting the course 
of business enterprise unfavorably. There are at least four 
major pieces of economic legislation now before Congress 
which are calculated to have a distinctly unsettling effect on 
business sentiment. These are: the Work Relief Bill, with its 
appropriation of nearly $5,000,000,000; the Social Security 
Bill; the Banking Bill of 1935, and the Rayburn bill for the 
control of holding companies. Not as much in the foreground, 
but still serious enough to threaten the stability of business 
and industry are the various proposals for paying the sol- 
diers’ bonus, 30-hour week legislation, and innumerable 
plans for spending on a continually mounting scale. In the 
course of its first full month in session the new Congress saw 
no fewer than 6,600 separate bills and resolutions introduced, 
many of them revolutionary in character. 


In the non-legislative field there is one other 
factor that may be classified as unfavorable. 
That is the labor situation. Following the col- 
lapse of the textile strike last Fall, matters had been dis- 
tinctly quiet on the labor front, but there has been a tend- 
ency in recent weeks for unrest to flare up again here and 
there. Labor’s bargaining position is weakened during 
periods of low or declining rates of business activity, and it is 
correspondingly increased with a pick-up in activity. This 
largely explains the recent change of attitude on the part of 
labor, and it explains particularly why this new belligerency 
should be manifested in the automobile industry, for the 
latter has provided the backbone of the recent expansion of 
industrial activity. 

The motor industry itself is comparatively free from the 
direct influence of national labor organizations, but the 
strategy of the latter seems to be to concentrate their attack 
on those who supply that industry with parts and with its 
raw materials. 

A walk-out in the Spicer Manufacturing Company— 
maker of automobile parts—was averted early last month, 
but only at the price of an increase in wages and the installa- 
tion of the 40-hour, five-day week. A strike of 75,000 long- 
shoremen recently threatened to tie up trade in New York 
City; the automobile tire industry has been compelled to 
raise wages 6 per cent; and unrest has been reported again 
in the highly unionized coal industry. 

However, there is reason to believe that the truce reached 
a fortnight ago between the President and the head of the 


LABOR 
UNREST 


American Federation of Labor may have a calming effect, 
though it is clear that it does not mean that the A. F. of L. 
will abandon its fight for the 30-hour week. 

So much for the obstacles to a further advance of business. 
On the other side of the picture, by contrast, there is much 
that is encouraging. One of the reasons why the previous 
advances in industrial activity have burned themselves out 
so early and so suddenly has been the fact that they have 
been confined almost entirely to consumption goods. 

The recent advance has been participated in by most of 
these groups—cotton cloth production increased from 
83,000,000 yards in the last week of 1934 to 132,000,000 in 
the first week of February; the woolen mills have been unable 
to keep up with the demands of clothing manufacturers for 
delivery; and the silk and rayon mills have been busier than 
they were a year ago—but in addition it has also had the 
benefit of a steady rise of production on the part of two of 
the country’s largest heavy industries, namely, automobiles 
and steel. 


factor in the late Fall and Winter rise in 
general production. From 42,000 cars in the first week of the 
new year, the production schedule in this industry has 
climbed steadily until it had crossed 78,000 in the week 
ending February 9. January production was well over 
300,000 cars; but this is by no means the end, unless labor 
troubles intervene. It is conservatively predicted that the 
first quarter of 1935 will see automobile output pass the 
1,000,000 mark. 

The great activity in the motor industry has been due in a 
small part to the threat of labor troubles, but in the main to 
the urgency of placing new models in the hands of dealers 
following the success of the 1935 auto shows. A derivative of 
the strength in the automobile industry has been the steady 
rise in steel production. In the week ending September 3 
steel mill operations had fallen to 18.4 per cent of capacity. 
Since that time, and until the week ending February 4, the 
industry showed a steady expansion, reaching a peak of 
52.8 per cent on the last-named date, or nearly three-fold 
its low of 1934. While due principally to the activity of the 
motor industry, this improvement in the rate of steel pro- 
duction is attributable in part, as well, to demands for tin- 
plate and for farm machinery. 
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(By districts, from figures of reporting Federal Reserve member banks in 91 leading cities) 


LOANS & INVESTMENTS 


107000000 


ORG, 
co 


TOTAL — 19000000 


March 1935 


| 


TOTA + 93000000 


51,000000) 
| 
_ 
35 


The Proposed Banking Act of 1935 


BANKING presents herewith a purely fac- 
tual synopsis of the text of the proposed 


act, for the information of readers. 


HE “ Banking Act of 1935” was introduced in Congress 

early in February by Senator Fletcher and Represen- 

tative Steagall, chairmen of the Senate and House 
Committees on Banking and Currency. It was referred to 
those committees. 

The bill is the most important piece of Federal banking 
legislation since the Banking Act of 1933, which was 
passed to meet the situation then confronting the country. 
As printed, it is called “A bill to provide for the 
sound, effective, and uninterrupted operation of the banking 
system, and for other purposes.” It is divided into three 
titles: Title I covers Federal deposit insurance; Title II, 
amendments to the Federal Reserve Act; and Title III pro- 
vides for a number of technical amendments. This digest 
treats the principal subject matter in the sequence in which 
it appears in the bill. 


TITLE I 


Federal Deposit Insurance 


The bill virtually rewrites the deposit insurance law in 
Section 12B added to the Federal Reserve Act by Section 8 
of the Banking Act of 1933. 


Title I provides a permanent insurance 
plan superseding the existing temporary 
funds immediately upon enactment. A 
$5,000 insurance limit is substituted for the larger amounts 
now provided for the permanent fund. 

Trust funds held by an insured bank in a fiduciary 
capacity are insured up to $5,000 for each trust estate, in 
addition to insurance of other deposits of the owners or 
beneficiaries of the trust estates. Such funds deposited in 
another insured bank are insured to the fiduciary bank ac- 
cording to the trust estates represented. 


PERMANENT 
PLAN 


Purchase of stock in the deposit corpo- 
ration required of participating banks is 
omitted. Instead of unlimited assess- 
ment liability, the assessments each year are restricted 
to one-twelfth of one per cent of the total deposits. A sepa- 
rate rate may be fixed for mutual savings banks. 
Participation of Federal Reserve members is compulsory. 
All banks participating in the temporary funds continue 
automatically in the permanent plan. The present law re- 
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quires that member banks shall qualify before entering the 
permanent fund. A non-member bank may withdraw June 
30, 1935; the rights of withdrawing institutions are deter- 
mined by the law now in effect. 

A non-member bank may join the permanent fund after 
the bill is enacted if ‘‘its assets in excess of its capital re- 
quirements are adequate to enable it to meet” its book lia- 
bilities. The insurance of a non-member bank (other than a 
mutual savings or a Morris Plan bank, or an institution in 
Hawaii or Alaska) terminates July 1, 1937. 


Before a charter shall be given to a national 
bank or before a non-member shall be per- 
mitted to join the Federal Reserve System 
(either of which steps automatically makes the bank in- 
sured) or before a non-member shall be permitted to be 
insured directly, the following factors shall be considered: 
“The financial history and condition of the bank, the ade- 
quacy of its capital structure, its future earnings prospects, 
the general character of its management, the convenience 
and needs of the community to be served by the bank, and 
whether or not its corporate powers are consistent with the 
purposes ”’ of the deposit insurance law. 


FACTORS 
CONSIDERED 


A non-member bank may terminate its 
insurance upon 90 days’ notice, and the 
F. D. I. C. board may terminate the in- 
surance of any participating bank for “continued unsafe 
or unsound practices” or for repeated violations of a law or 
regulation to which the bank is subject. Upon such termina- 
tion the deposits then in the bank, less withdrawals, are 
insured for two years and assessments must be paid for that 
period. The two-year provisions apply when a member bank 
ceases to be such or when the liabilities of an insured bank 
are assumed by another bank. In the latter case the period 
may be shortened to six months. The assessments are on 
total liabilities, although the insurance coverage is consider- 
ably restricted. 


TERMINATING 
INSURANCE 


The Corporation becomes receiver of 
closed national banks and also, when 
appointment is duly tendered, of insured 
state banks. Under the present law insured deposits are made 
available by means of a new bank, without general banking 
powers, controlled by the Corporation. The organization of 
the new bank is made optional and the Corporation can, in 
the alternative, make the insured deposits available in an- 
other insured bank in the same community, or in accordance 
with any other procedure adopted by it. Detailed provisions 
are made with respect to the new bank. 

Under the present law the Corporation becomes entitled 
to liquidation dividends or other rights on the entire deposit 
of an insured depositor, even in excess of the insured amount, 
not in excess of its complete reimbursement. The bill re- 
stricts such rights to the insured amount of the deposit. 
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CLOSED BANKS; 
NEW BANKS 


The Corporation may purchase or lend 
upon the assets of an insured insolvent 
bank. Until July 1, 1936, the Corpora- 
tion may purchase or lend upon (in subordination to de- 
positors’ rights or otherwise) the assets of an open insured 
bank, or, it may agree to indemnify another insured bank 
assuming the liabilities of such open bank. 

The board is specifically directed to investigate and re- 
port as to bank matters generally and to make appropriate 
recommendations to Congress. 

Provisions of the present law as to displaying of signs are 
continued. The bill would require advertisements of an 
insured bank relating to deposits and “forms furnished for 
use of its depositors”’ to contain statements as to insurance, 
as prescribed by regulations of the board. 

Prior written consent of the Corporation is required be- 
fore an insured bank shall merge with or assume deposit 
liability of a non-insured bank or transfer assets to it upon 
its assumption of liability for deposits of the former, or be- 
fore the insured non-member shall retire any part of its 
capital notes or debentures, or its common or preferred 
stock, or reduce the amount of such stock. 

Insurance covering burglary, fidelity, etc., of all insured 
banks may be required by the board. 


POWERS OF 
THE F. D.1I. C. 


TITLE II 


Amendments to the Federal Reserve Act 


The offices of governor and chairman 
of the board of directors of each Federal 
Reserve bank would be combined. 
The governor would be appointed annually by the board of 
directors, but the approval of the Federal Reserve Board 
would be required before he could take office, and he would 
be appointed by the Federal Reserve Board as a Class C 
director. He would be the chief executive officer of the bank. 
A vice-governor would be appointed in the same manner; he 
might also be appointed a Class C director by the Federal 
Reserve Board, in which case he might be appointed as 
deputy chairman of the board of directors. 

The governor and vice-governor need not be residents of 
the districts for which they are appointed. The governor’s 
term as a Class C director, and the vice-governor’s term, if 
he is so appointed, would cease when he ceases to be gov- 
ernor or vice-governor, respectively. 

No member of the board of directors, other than the gov- 
ernor and the vice-governor, would be permitted to serve 
for more than six consecutive years, although present in- 
cumbents could finish the remainder of their terms. Any 
Federal Reserve agent not appointed as governor would 
cease to be a Class C director and chairman of the board of 
directors. Duties of Federal Reserve agents shall be per- 
formed by persons designated by the Reserve Board. 

The Federal Reserve Board would be permitted to waive 
the capital requirements for membership as to any non- 
member bank insured by the F. D. I. C. making application 
before July 1, 1937, but any such bank must meet such 
requirements within a period set by the Board after the 
bank’s admission. 


RESERVE 
BANK OFFICERS 


The eligibility requirements of future 
appointed members of the Federal 
Reserve Board would be that they 
shall be “well qualified by education or experience or both 


RESERVE BOARD 
MEMBERS 
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to participate in the formulation of national economic and 
monetary policies.” The limitation on the appointment of 
more than one member from any single reserve district 
would not apply to the governor. 

Salaries of future appointive members would be increased 
to the amount received by members of the President’s 
cabinet. Such future members would be required to retire 
at the age of 70. Present members may retire at that age. 
Retirement pay would be provided by the Federal Reserve 
banks for each member serving for at least five years. 
This pension would be at a rate of one-twelfth of the present 
annual salary of appointive members for each year up to 
12 years of the retired member’s service, and the full present 
salary would be paid for longer service. Any member whose 
term expires when he is between 65 and 70 years of age and 
who is not reappointed would receive retirement pay on the 
same basis. 

The 12-year term of office of members of the Board would 
not apply to the governor, who would hold office subject to 
the pleasure of the President. 

The Federal Reserve Board would be permitted to dele- 
gate to members or representatives of the Board specific 
duties or functions of the Board which do not include the 
determination of any national or System policy, or the power 
to make rules or regulations, or powers to be exercised by a 
specified number of members. 


The Federal Open Market Committee 
would be composed of the Governor of 
the Federal Reserve Board, two mem- 
bers of the Board selected annually by the Board, and two 
governors of the Federal Reserve banks selected annually 
by those institutions. Meetings of the Committee would be 
held whenever requested by the Board, or by any two mem- 
bers of the Committee, or upon the governor’s own initia- 
tive. 

The Committee would formulate policies with respect to 
open market operations of the Federal Reserve banks, and 
the Reserve banks would be required to conform their open 
market operations to those policies. The Committee shall 
also make recommendations to the Federal Reserve Board 
regarding Reserve bank discount rates. 


OPEN MARKET 
COMMITTEE 


Subject to the regulations of the 
Federal Reserve Board as to maturity 
and other matters, any Federal Re- 
serve bank would be permitted to rediscount for any mem- 
ber bank, upon its endorsement, “any commercial, agricul- 
tural or industrial paper” and to make loans to any such 
member bank secured by “any sound assets” of the 
bank. 


MEMBER LOANS; 
REDISCOUNTS 


Federal Reserve banks would be per- 
mitted to purchase and sell direct obli- 
gations of the United States or obli- 
gations guaranteed both as to principal and interest by the 
United States, without regard to maturities. 


OPEN MARKET 
OPERATIONS 


Under Federal Reserve Board regulation 
each Federal Reserve bank would be 
permitted to issue Federal Reserve 
notes secured by a first lien on all of the bank’s assets. 
Under the Act of January 30, 1934, every Federal Reserve 
bank is required to maintain reserves in gold certificates 
or lawful money against deposits. This section of the bill 
eliminates gold certificates as a reserve against deposits and 
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RESERVE NOTE 
ISSUES 


provides for lawful money only (other than Federal Reserve 
notes or Federal Reserve bank notes), as such reserves. 

The present provisions as to printing, denomination 
and form of such notes would be retained with slight 
changes. 

The sub-Treasury or mint nearest the place of business 
of each Reserve bank would no longer be used as a deposi- 
tory for the notes pending orders for their delivery to a 
Federal Reserve bank. 


The Federal Reserve Board, “in order 
to prevent injurious credit expansion 
or contraction,” would be permitted to 
change reserve requirements maintained against demand or 
time deposits, or both, by member banks in any or all Fed- 
eral Reserve districts and/or any or all three classes of cities 
as designated for Reserve purposes. 


MEMBER BANK 
RESERVES 


The geographical restrictions on first 
mortgage loans by national banks on 
farm lands or improved real estate would 
be removed. National banks would be permitted to make 
such loans in amounts not exceeding 75 per cent of the actual 
value of the real estate if required to be amortized within 
periods not exceeding 20 years. Otherwise the percentage of 
the amount of any such loan to the value of the real estate 
would be 60 per cent and the term for which a loan could be 
made would be limited to three years. No limitation as to the 
amount of loan or maturity would be applicable to mortgages 
insured under the National Housing Act, as at present. 

The aggregate of real estate loans which a national bank 
might make could not exceed its unimpaired capital and 
surplus, or 60 per cent of its time and savings deposits, 
whichever is greater. All contingent liabilities of the bank 
on real estate loans and the book value of its real estate, 
however owned, except its banking premises, would be 
included in the aggregate sum. All such loans would continue 
to be subject to the limitation on loans to a single borrower 
contained in R.S. section 5200. New loans on real estate 
security by state member banks would be permitted only to 
the extent of similar loans by national banks and subject to 
the same conditions. 


LOANS ON 
REAL ESTATE 


TITLE 


Technical Amendments 


Section 301 excludes from the 
term “holding company affiliate” 
any organization which, in the 
judgment of the Federal Reserve Board, is not engaged, as a 
business, in holding bank stocks or managing or controlling 
banks. 


HOLDING COMPANY 
AFFILIATE 


Section 302 of the proposed act 
amends Section 20 of the Banking 
Act of 1933 to make clear that 
the latter’s provisions in respect to divorcement of securities 
affiliates do not affect a concern in formal liquidation tran- 
sacting no business except as may be incidental to the liqui- 
dation of its affairs. 


SECURITY AFFILIATE 
DIVORCEMENT 


The bill in Section 303 amends Section 
21 of the Banking Act of 1933 to assure 
that the latter does not (a) prohibit any 
banking institution from transactions in investment securi- 
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SECURITY 
INVESTMENTS 


ties to the extent that they are permitted to national banks, 
nor (b) prohibit banking institutions from selling “without 
recourse or agreement to repurchase, obligations evidencing 
loans on real estate.” The effect of (a) is to free all banks 
(including private bankers) of any present Federal restric- 
tions upon dealings for their own account in Government 
bonds, state bonds and certain Government-guaranteed 
bonds. 


Section 304 would abolish, after 
July 1, 1937, double liability of 
shareholders in national banks to 
the extent that it was not already abolished by section 22 of 
the Banking Act of 1933. After that date no such double 
liability would exist with respect to shares issued prior to 
June 17, 1933. 

The present law prohibits interlocking personnel between 
a member bank and any securities company and prohibits 
member banks from performing correspondent bank func- 
tions for securities dealers or using them as correspondent or 
depository, unless in any such case the Federal Reserve 
Board grants a permit. 

Section 306 of the proposed law carries an amendment, 
effective January 1, 1936, (a) omitting correspondent and 
depository provisions; (b) substituting for the system of 
individual permits a general prohibition against interlocking 
personnel with any securities company, “except in limited 
cases in which the Federal Reserve Board may allow such 
service by general regulations when in the judgment of the 
Federal Reserve Board it would not unduly influence the 
investment policies of such member bank or the advice it 
gives its customers regarding investments.” 

The amendment also adds to the general prohibition of 
interlocking personnel an employee of a member bank, em- 
ployee of a corporation or unincorporated association, 
partner or employee of a partnership, or an individual 
“primarily engaged in the issue, flotation, underwriting, 
public sale, or distribution, at wholesale or retail, or through 
syndicate participation, of stocks, bonds or other similar 
securities.” 


DOUBLE LIABILITY; 
DIRECTORS 


The amendment in Section 307, read 
together with Section 5(c) of the Bank- 
ing Act of 1933, makes it clear that 
Section 16 of the Banking Act of 1933 was not intended to 
prohibit national banks, and consequently all member banks, 
from buying and selling stocks solely for the account of 
their customers and not for their own account. This is in 
accord with rulings of the Federal Reserve Board and the 
Comptroller. The new portion of this section permits na- 
tional banks to purchase for their own account investment se- 
curities not to exceed 10 per cent of their unimpaired capital 
stock and surplus. 


“FOR ACCOUNT 
OF OTHERS” 


The present requirement of the Comptroller 
that national banks have a paid-in surplus equal 
to 20 per cent of their capital before starting business is 
enacted into law in Section 308. The Comptroller may waive 
the requirement in the case of a state bank converting into a 
national association. 


SURPLUS 


The holding company affiliate of a 
national bank is permitted in Section 
310 (a) to vote to place it in voluntary 
liquidation without obtaining a voting permit. Since shares 
of a national bank held by it as sole trustee cannot be voted, 
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VOTING PERMIT; 
LIQUIDATION 


they are excluded by subsection (b) in determining whether 
matters voted upon were adopted by the requisite number of 
shares. In subsection (c) the 1933 Act is amended to conform 
with a ruling of the Federal Reserve Board and the Comp- 
troller, that a holding company affiliate which has obtained a 
permit may cumulate its shares in voting for national bank 
directors in the same manner as is permitted other share- 
holders. It is also made clear that limited permits are 
authorized. 


A state bank desiring to convert into 
a national bank is permitted by Sec- 
tion 311 to carry over its sound assets, 
with the Comptroller’s consent, even though they may not 
strictly comply with the legal requirements as to assets 
acquired and held by national banks. 

A national bank branch located outside the continental 
United States is permitted to charge the rate of interest 
allowed by the law of the place where such branch is located. 
(Section 313) 


MISCELLANEOUS 
PROVISIONS 


The amendment in Section 314 is designed 
to build up the surplus of national banks. 
It makes mandatory that each national 
bank before declaring a dividend on its common stock set 
aside not less than one-tenth of its net profits of the preced- 
ing half year until the surplus fund equals its common 
capital. 

Section 315 extends the criminal provisions (R.S. section 
5209) applicable to personnel of member banks to include 
personnel of insured banks. 

The Comptroller, in Section 316, is given direct super- 
vision over national banks in voluntary liquidation as well 
as those in receivership, by requiring annual reports to him, 
and subjecting the bank to examination. This section also 
enables the shareholders to remove an incompetent liquidat- 
ing;agent and provides for meetings of the stockholders and 
requires annual reports to them. 

The amendment in Section 317 extends to brokers and 
trust companies the present prohibition on use in titles of 
the word “national” by banks other than national banking 
associations. The prohibition includes any combination of 
which the word is a part, except where the institution is 
organized under the laws of the United States or is otherwise 
permitted by such laws to use the name. 


BUILDING UP 
SURPLUS 


Member banks would be required to 
reduce their stockholdings in the Fed- 
eral Reserve bank upon a reduction of 
surplus as well as on a reduction of capital. (Section 318) 

The Federal Reserve Board is authorized to prescribe the 
form and substance of the condition reports of state member 
banks, and the time and manner of publication. (Section 319) 
The present law makes no reference to publication of re- 
ports of state member banks to Reserve banks. 

Loans by state member banks on Government securities 
are made subject to the same limitations with respect to 
loans to one borrower as are applicable to national banks 
under paragraph (8) of Section 5200 R.S. (Section 320) 


RESERVE BANK 
STOCK 


A Federal Reserve bank would be permitted to 
discount for individuals or private concerns 
“eligible” paper “endorsed and/or otherwise 
secured to the satisfaction of the Federal Reserve bank.” 
The present law requires both endorsement and other 
security. (Section 321) 


DIRECT 
LOANS 
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Section 11 (b) of the Banking Act of 1933 
applicable to member banks prohibits, in 
general, interest on demand deposits, author- 
izes the Federal Reserve Board to regulate interest on time 
and savings accounts, prohibits payment of a time deposit 
before maturity, and regulates the withdrawal of savings 
accounts. 

The proposed amendment (Section 323) extends its appli- 
cation to all banks participating in Federal deposit insurance, 
except non-member mutual savings banks and Morris Plan 
banks. It excludes from section 11 (b) deposits payable only 
at an office outside the continental United States. 

The amendment continues the prohibition against pay- 
ment of interest on demand deposits, adding the following 
exceptions: trust funds, when payment of interest is required 
by state law; and deposits by the Government, its agencies, 
territories, districts and possessions, when interest is required 
by law. 

The Federal Reserve Board may, by regulation, permit 
payment of time deposits before maturity. The section 
authorizes the Board to define the terms “deposit”’, etc., for 
the purpose of reserve requirements and in connection with 
interest payments. 

It further requires member banks to maintain the same 
reserves against Government deposits as against other 
deposits. Under the present law, in estimating reserves 
“the net difference of amounts due to and from other banks 
shall be taken’’, so that a bank cannot reduce its reserves by 
carrying deposits with other banks in excess of bank deposits 
with it. The amendment would permit such reduction. 


INTEREST; 
RESERVES 


Section 324 enables the Federal Reserve 
Board or the Comptroller to waive 
reports and examinations of affiliates 
when these are unnecessary to disclose fully the relationship 
between the bank and its affiliate. 


REPORTS; 
EXAMINATIONS 


Subsection (c) of Section 325 corrects the 
impractical features of the law prohibiting 
loans to executive officers by vesting certain 
discretion in the Federal Reserve Board; it eliminates crim- 
inal provisions and substitutes therefor the power to remove 
the offending officer from office under Section 30 of the Bank- 
ing Act of 1933. The time within which executive officers 
must pay their existing loans is permitted to be extended 
beyond the present limit of June 16, 1935, for three addi- 
tional years when it is in the best interest of the bank to do 
so, provided the board of directors adopts a resolution to 
that effect and determines that the officer has made proper 
efforts to reduce his obligation. 

The Federal Reserve Board is authorized to define terms, 
including “executive officer”, and to make regulations. 
The prohibition against a loan to an executive officer is 
extended to a partnership, a majority interest in which is 
owned by one or more executive officers. Certain endorse- 
ments, guaranties and other indebtedness for the purpose of 
protecting the bank are permitted. Reports of borrowings by 
executive officers shall be made to the board of directors 
rather than to the chairman, as under the present law. 


LOANS TO 
OFFICERS 


The amendment in Section 326 exempts 
from the loan restrictions in Section 23A of 
the Federal Reserve Act certain affiliates 
where the relationship has arisen out of a bona fide debt 
contracted prior to the affiliation, thus enabling banks to 
salvage real value from the assets of a corporation, control 
of which they have obtained through foreclosure of loan 
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LOANS TO 
AFFILIATES 


collateral. It also excludes affiliates engaged primarily in 
operating properties acquired for banking purposes and 
wholly owned subsidiaries of the affiliates in whose capital 
stock a national bank is permitted to invest. It further ex- 
cludes affiliates which are subject to control because their 
shares are held by the bank as executor, administrator, or in 
other fiduciary capacity. When an affiliate purchases assets 
from a member bank, any balance due would not be affected 
by the section under consideration. 


Section 327 exempts from the restrictions 
in Section 24 of the Federal Reserve Act 
relating to real estate loans by national 
banks, direct loans to industry duly made by or in which 
participations are duly taken by the Federal Reserve banks 
or the Reconstruction Finance Corporation. 


REAL ESTATE 
LOANS 


Section 328, to be effective January 1, 
1936, would repeal: Section 33 of the 
1933 Banking Act (section 8A of the 
Clayton Act) prohibiting in general interlocking personnel 
between a national bank and a concern making loans on stock 
or bond collateral. 

It would also substitute for the detailed provisions of the 
first three paragraphs of section 8 of the Clayton Act the 
following: “‘ No director, officer, or employee of any member 
bank of the Federal Reserve System shall be at the same 
time a private banker or a director, officer, or employee of 


INTERLOCKING 
DIRECTORATES 
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any other bank, banking association, savings bank (other 
than a mutual savings bank), or trust company except in 
limited classes of cases in which the Federal Reserve Board 
may allow such service by general regulations when in the 
judgment of the Federal Reserve Board such classes of in- 
stitutions are not in substantial competition.” 


Section 329 causes the present law governing the 
consolidation of national banks to correspond 
with the law governing consolidation of a state 
bank with a national bank, and relates to the protection of 
dissenting shareholders. It also permits waiver of publication 
of notice of the consolidation, where the shareholders unani- 
mously agree, thereby avoiding the present delay of four 
weeks for publication purposes, which delay may in some 
cases be fatal to the consolidation. 

The amendment in Section 330 (a) is designed to protect 
dissenting shareholders, in consolidating state and national 
banks, in obtaining the appraised value of their stock. It 
enables the Comptroller to act in that connection where the 
bank refuses. Another subsection requires the dissenting 
shareholder to express his dissent at the meeting at which 
the consolidation is acted on. 


BANK 
MERGERS 


Protection against misleading use of names 
is given to the F.D.I.C. by Section 331. 
Section 332 extends to all insured banks the law making the 
robbery of member banks a Federal offense. 
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EDITORIALS 


Baby Bonds 


| NITED STATES Savings Bonds, as they are 

called in the statute creating them, are to be 

sold on a discount basis and will be worth their 
face value only at the end of 10 years. They are to be 
issued, in series, month by month and so marked. They 
will also probably be known by the year of issue. De- 
nominations will range from $25 up to $10,000, but 
no person may hold more than $10,000 of the bonds 
issued in any one calendar year. They will be non- 
transferable and if the owner has no safe place for 
keeping them the Treasury will keep the bonds and 
give him a receipt therefor. If he elects to keep the 
bonds where he can look at them now and then, the 
Treasury will replace them on proper proof in case of 
loss or destruction. 


EXPERIMENTAL 


TREASURY officials indicate frankly that the 
scheme is largely experimental. A 10-year bond sold 
on a discount basis is certainly a novelty. The funda- 
mental object of the authorities, naturally, is to draw 
upon the investing public as much as possible for the 
tremendous borrowing program. Every dollar ob- 
tained from the general public, especially from that 
portion of the public which is not accustomed to in- 
vest in Government securities, is just that much less to 
be drawn from the banks, insurance companies and 
other large investors accustomed to deal in such 
securities. 

It is also frankly admitted by the Treasury that 
ordinary interest bearing bonds have little attraction 
for the small investor at the present time for the sim- 
ple reason that the return upon them is too small. In 
their hunt for investments banks and other institutions 
are bidding so avidly for Government securities that 
prices have gone beyond what the small investor will 
pay. The only way in which such investors can be 
reached is by increasing the rate of interest paid by the 
Government. 

To do this in an ordinary publicly offered issue 
would result in one or both of two things. The issue 
would be bid up to substantially the present level and 
defeat its purpose or the prices of other Government 
loans would be depressed. The latter experience has 
been only too common in the past and a repetition 
must be avoided. 


Experience with Liberty Bonds 


ONE other consideration is that of possible deprecia- 
tion. Many small investors hesitate to put their savings 
into Government securities lest fluctuations in the 
market price lead to loss in case of sale. The experi- 
ence of many small investors who put their funds into 
war-time Liberty 41%4’s, only to see them fall to as 
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low as 82 per cent of their face value, has not been 
forgotten. Hence it is felt that the small investor must 
be given protection in his savings. Under the discount 
system the Government contracts with each individual 
buyer of a bond to guarantee the value of his holdings 
with a fair rate of interest, which reaches the maxi- 
mum as the obligation matures. True, he can sell the 
bond to no one else but he always has a buyer at cost 
plus interest. 

Another reason for the discount plan is in the diffi- 
culty of handling interest payments on bonds of small 
value. A $25 bond with a 3 per cent coupon attached 
is not much of an income producer ; the interest would 
hardly pay for the postage required to collect it, cer- 
tainly not for the bookkeeping of the Government to 
care for it. 

The plan is a savings system much on the order of 
an endowment. As an official in the Treasury put it: 
“Tf a man has a 12-year-old boy for whom he wishes 
to do something when he reaches the age of 21 and has 
$7,500 to back the wish, he can buy $10,000 in these 
bonds for $7,500 and forget about it. When the boy 
reaches maturity he is certain of receiving $10,000 
in a nice crisp Treasury warrant.” 


Effect on Postal Savings 


IT is possible that the “baby bond” plan will pull 
some money out of the postal savings bonds which 
draw 2.5 per cent interest. Many holders of such bonds 
use them entirely for savings purposes and the auto- 
matic reinvestment of the income may appeal to them. 
The volume has risen in 10 years from a nominal 
amount to $133,684,000, but under the law postal 
savings bonds will not be issued after July 1. In view 
of the non-negotiable feature of the United States 
Savings Bonds it is conceivable that they will offer 
less competition to banks than the postal savings 
bonds. 


Effect on Savings Banks 


THERE seems little doubt that the new financing will 
draw considerable money from the savings banks of 
the country. The plan reaches out for the funds of 
those classes of people who habitually use the savings 
banks if they use any banks. The temptation of the 
higher rate of interest paid by the Government with 
assurance of absolute safety of the principal is likely 
to prove very attractive in those parts of the country 
where interest on deposits is particularly low. What 
the Government would like to do, of course, would 
be to go around the banks to reach that class of people 
who seldom, if ever, use any bank, in order to exploit 
a field whose great possibilities are known but seldom 
if ever have been drawn upon in previous Government 
financing. 
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The Real Estate 
Behind Trust Mortgages 


HE science of trust administration 

presents numerous phases which, 

as yet, remain in a comparatively 
primitive state; nevertheless, certain 
precedents have been established which 
might be termed axiomatic. Can the 
mortgage pool survive the acid test 
of the application of these principles? 

More and more, statutes and juris- 
prudence tend to prohibit the merging 
of trust funds with the personal funds 
of the fiduciary, and, conversely, to 
discourage any dependence by the 
fiduciary upon any assets, other than 
those included in the respective estates, 
for the ultimate consummation of the 
trusts administered. 

Inherent in the pool method of trust 
investment is dependence upon the 
commercial department of the trust 
company for liquidity. Without this 
crutch upon which to lean, the mortgage 
pool will inevitably find that principal 
distributions present an insurmountable 
obstacle. 

Comparatively few trusts admin- 
istered by corporate fiduciaries are not 
subject to ultimate principal distribu- 
tion. Yet this consideration, apparently, 
was relegated to the background when 
the mortgage pool became an active 
principle of trust investment. 

Nor is the danger of the mortgage 
pool confined to considerations of prin- 
cipal alone. Unfortunately, the main- 


tenance of a uniform rate of yield on 
pool participations during the “golden 
age”’ for real estate loans gave rise to 
the assumption, on the part of the pub- 
lic, that the trust companies guaran- 
teed such interest. Furthermore, the 
stipulation of a certain rate of interest, 
embodied in the certificates of pool par- 
ticipations sold to trust estates, in many 
cases raised the question of an implied 
guaranty. 

Undoubtedly any guaranty by a fidu- 
ciary is a questionable procedure; even 
more regrettable is the present inability 
of trust companies to fulfill an obliga- 
tion which the pool idea has caused the 
public to assume had been created. Re- 
duction of the rate of yield appears to 
be the only solution, despite the injus- 
tice worked upon trusts distributed in 
principal, should interest arrearages be 
collected after such distributions are 
made. 

Various methods of avoiding this 
reduction of yield have proved unsound. 
Advancement to beneficiaries of uncol- 
lected interest, from the commercial 
department, can be continued only by 
the strongest of trust companies. Even 
in the case of a trust company of great 
strength, times such as those through 
which we have passed raise the question 
of justice to the depositor in such a 
procedure. 

Another expedient to avoid this re- 


duction of yield has been the advance 
of general uninvested trust funds, and 
the consequent creation of an improper 
overdraft on the general ledger of the 
trust department. This endangering of 
general uninvested trust cash is but one 
of the tragedies of trust administration 
of which the trust mortgage pool has 
been the underlying cause. 

Even a superficial consideration of 
the practical operation of a mortgage 
pool for trust investment results in the 
conclusion that neither principal nor 
income can be properly administered 
by the trust company employing the 
pool for fiduciary investment. Nor can 
the intelligent beneficiary possess a sat- 
isfactory knowledge of the investments 
made for the trust in which he is inter- 
ested. 

The mortgage pool did not bring 
about the diversification of investments 
which was claimed by its proponents. 
True, diversification of risk was brought 
about as concerned mortgages; but the 
pool tended to lessen diversification as 
to the class of trust investments. The 
inclusion of bonds in pools has been 
impracticable, because of the obstacles 
presented by their purchase at any 
figure other than par and the consequent 
premiums or discounts to be amortized, 
as well as varying interest rates. Varia- 
tion in market values of any other class 
of assets, even though such assets be 
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By C. H. ZIMMERMAN 


PART II—This is the final part of Mr. Zimmerman’s 
discussion. Last month he described some factors 
behind the growth of the mortgage pool. 


legal trust investments, has precluded 
their inclusion in trust pools. 

The pool idea assumes that com- 
ponent assets never become illegal for 
trust investment. In Pennsylvania, for 
instance, the Jaw requires that mort- 
gages applied as trust investments 
shall not exceed, in amount, two-thirds 
of a fair valuation of the properties 
covered. Although the mortgage is well 
inside the legal limit when it becomes a 
part of the pool, obviously a later ap- 
praisal may throw it over the limit 
with no attendant possibilities of reduc- 
tion by the mortgagor. Then, while in- 
vestments made up to the time of de- 
termination of such lower value can 
hardly be declared illegal, it would nev- 
ertheless be illegal to invest new fundsin 
a pool which now includes illegal in- 
vestments. The only solution in this 
case, should the trust company be un- 
willing or unable to substitute another 
mortgage, is to close the pool to further 
investment. Complications resulting 
from such a procedure may well cause 
a question as to whether this is a solu- 
tion, after all. 

Foreclosures on pooled mortgages, 
and the attendant problems of cost 
distribution, have given rise to innumer- 
able theories as to a proper method of 
apportionment. Space and time forbid 
any amplification of this subject. 

That banks never close is the false 


premise of the mortgage pool which has 
caused more confusion and legal bick- 
ering than perhaps any of the many 
objectionable features which it em- 
bodies. 

The liquidation of a bank, and its 
consequent ultimate disappearance as 
a legal entity, disqualifies it as a fi- 
duciary. In the appointment of a substi- 
tute fiduciary the court in authority 
ordinarily takes cognizance of the wishes 
of beneficiaries, in the absence of any 
provision to the contrary in the inden- 
tures creating the various trusts. Since 
this usual procedure opens wide the door 
for the complex and varying factors of 
human nature, it is obvious that a trust 
department of any size cannot be trans- 
ferred intact to another institution, 
whether or not a mortgage pool has 
been employed for trust investment. 
The only possible answer, therefore, 
appears to be the appointment of an 
outside trustee to manage the pool, who, 
in turn, issues certificates of participa- 
tion to the various substitute fiducia- 
ries. This, of course, causes an added 
administrative expense to the bene- 
ficiaries concerned. It also makes prob- 
lematical the date of ultimate principal 
distributions in cash to these trusts. 
To say the least, there is very little 
demand for the type of mortgages ordi- 
narily found in a pool in a closed insti- 
tution. 


In the guise of a simplifier of trust 
department bookkeeping and invest- 
ment policy, the mortgage pool has 
enjoyed such a rapid growth that it is a 
prevalent factor in the field of corporate 
fiduciary activities. By its dependence 
upon the commercial department of the 
fiduciary institution for the liquidity 
necessitated by principal distributions, 
it violates a fundamental concept of 
statutes and jurisprudence in that the 
trust department employing a mortgage 
pool cannot be operated purely of and 
for itself. 

Recently certain arguments for the 
continuation of mortgage pools for 
trust investment have been circulated, 
on the grounds that the pool may be 
made safe by the diversion of a propor- 
tion of income on pooled assets to the 
establishment of a reserve for losses on 
pooled assets. This procedure is alleged 
to be legal in that the diversion of in- 
come to this reserve might properly 
be construed as a payment of a guaran- 
ty fee. 

No very exhaustive study of this plan 
is necessary to disclose its weakness. 
Unless a very great proportion of the in- 
come received from pooled assets is di- 
verted to this reserve account, it will be 
a matter of years before such reserve 
will be of sufficient size to provide any 
reasonable guaranty against even com- 
paratively small losses in principal. 

Nor can such a reserve obviate the 
inherent reliance of the trust depart- 
ment upon the commercial department 
of the trust company for the liquidity 
necessary in making principal dis- 
tributions. 

To legislate harshly against existent 
trust mortgage pools would be unreason- 
able to the fiduciary institutions em- 
ploying, in good faith, this method 
of investing (CONTINUED ON PAGE 71) 
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Court Decisions 


A DIGEST BY THE LEGAL DEPARTMENT 


NATIONAL BANKS: LIABILITIES OF DI- 
RECTORS; FAILING TO SELL COLLATERAL 
ON DEPRECIATION; PERMITTING BANK 
TO ENGAGE IN BusINEss; LOAN LImI- 
TATIONS; “‘INVESTMENT SECURITIES”’; 
Bonps AS OBLIGATIONS; INTEREST; 
RENEWAL NoTES; LOAN ON HOLDING 
Company STOCK 


NDERSON v. Akers, 7 Fed. Supp. 
A 924, contains an exhaustive con- 
sideration of the liability of 
national bank directors under a variety 
of circumstances. They were held free 
from negligence in not selling collateral 
which depreciated far below the amount 
of the loan, where the pledgor was gen- 
erally considered to be a person of 
great wealth, but were adjudged liable 
for consenting to the national bank’s 
taking over and operating the manufac- 
turing business of a debtor, although this 
was for the purpose of recouping a loss. 
In applying the 10 per cent loan 
limit for a single borrower from a na- 
tional bank, bonds purchased are to be 
included as well as notes for money 
borrowed. Section 16 of the Federal 
Banking Act of 1933, permitting a na- 
tional bank to hold “investment se- 
curities’”” of any one obligor to an 
amount not in excess of 15 per cent of 
the capital of the bank and 25 per cent 
of its surplus, does not authorize total 
bonds and notes exceeding the 10 per 
cent limit unless the bonds meet the re- 
quirements of the Comptroller’s defini- 
tion of “investment securities”. While 
ordinarily interest does not make a loan 
excessive, no additional loan can be 
made if interest due and principal ex- 
ceed the loan limit. Renewal notes are 
not considered excessive, except to the 
extent that they “represent actual out- 
lay by the bank made while the total 
obligations of such debtor to the bank 
equaled or exceeded the statutory 
minimum.” 
The statute prohibiting, in general, a 
loan by a national bank on its own 
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American Bankers Association 


shares bars its loan on the stock of a 
holding company “a substantial por- 
tion of whose assets consisted of the 
stock of the bank making such loan.” 


REPEAL OF STOCKHOLDERS’ LIABILITY 


THE statutory liability of stockholders 
of a state bank “is contractual in its 
nature, so much so that the Legislature 
has been regarded as prohibited by the 
constitutional prohibition against im- 
pairing the obligation of contracts from 
taking away the stockholders’ liability 
after it has once accrued or attached.” 
Simons v. Groesbeck, 256 N. W. 
(Mich.) 496, 499. 


BANK’s Deposit oF Trust CAsH WITH 
ITSELF 


A BANK cannot deposit trust funds with 
itself and use them in its general bank- 
ing business in the absence of statute. 
First Nat. Bank v. Commercial Bank 
& Trust Co., 175 S. E. (Va.) 775. 


PLEDGE OF ASSETS FOR BANKRUPTCY 
DEPoOsITS 


A CONNECTICUT statute authorizing a 
state bank to receive deposits ‘‘on such 
terms and conditions as may be agreed 
upon” permits it to pledge assets for 
bankruptcy deposits, particularly since 
national banks have such authority. 
Although strictly speaking such de- 
posits are private funds “they closely 
resemble public or court funds” and a 
distinction may be drawn between 
them and deposits of private funds 
generally. Evans v. New Haven Bank, 
72 Fed. (2d) 664. 


CHARGING CREDIT FOR 
OVERDRAFT 


A BANK unconditionally charged an 
overdraft to the account of a corre- 
spondent in the expectation that such 


an uncollected item would be paid. 
The later return of the item dishonored 
did not permit the bank to charge back 
the overdraft to the correspondent. 
Payment of an overdraft is a finality 
whether such payment is in cash or by 
an unconditional credit. Such credit 
cannot be revoked. Hayes v. Tootle- 
Lacy Nat. Bank, 72 Fed. (2d) 429. 
However, unconditional credit is not 
given by delivering a check for a clear- 
inghouse balance including an overdraft. 
The clearinghouse rule that notice of dis- 
honor must be given by a specified time 
cannot be taken advantage of by the 
bank owning the check, which was nota 
member, where the item was returned 
directly to it. It was sufficient if the 
notice of dishonor was given within the 
period authorized by the Uniform Ne- 
gotiable Instruments Act. Since both 
banks were in the same city the notice 
was in time when given “before the 
close of business hours on the day fol- 
lowing” the dishonor. Hallenbeck v. 
Leimert, 72 Fed. (2d) 480. The rule 
that unconditional credit for an over- 
draft cannot be revoked may be af- 
fected by agreement or by statute. See 
the standard form of bank collection 
agreement in Paton’s Digest, Opinion 
1446, and Section 3 of the Bank Collec- 
tion Code. 


AUTHORITY OF BANK OFFICER FROM 
HABITUAL EXERCISE THEREOF 


AutTHority of a bank officer “need not 
be in writing nor be shown by the rec- 
ords” but may be shown by habitual 
exercise with the express or implied 
authority of the responsible officers. 
In the particular case, the by-laws of a 
trust company gave the president gen- 
eral direction and supervision of its 
business and clothed the treasurer with 
authority as to the discharge of mort- 
gages. Nevertheless, it was held that 
another officer could make an agree- 
ment with respect to the discharge of a 
mortgage. (CONTINUED ON PAGE 46) 
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(CONTINUED FROM PAGE 44) 

He was the chairman of the executive 
and the investment committees, the 
largest stockholder and the person to 
whom all important matters were re- 
ferred. He was “in full and complete 
charge’”’ of this “one-man bank.” Lon- 
ergan v. Highland Trust Co., 192 N. E. 
(Mass.) 34. 


Tax INFORMATION BY BANKS 


Tuat there are limitations on the au- 
thority of tax officers to require bank 
officials to furnish information as to 
deposits is clearly indicated by State v. 
Marso, 256 N. W. (S. D.) 257. 


FOREIGN FIDUCIARY 


“FOREIGN administrators and execu- 
tors have no standing, as such, beyond 
the jurisdiction of the state in which 
they are appointed.” Farmers’ State 
Bank v. Talbott, 35 Pac. (2d) (Wash.) 
34, 


Co-EXECUTORS—EXERCISE OF TRUST 
POWERS IN ANOTHER STATE 


WHEN a foreign corporate executor can- 
not act in astate but under statute anon- 
resident individual executor can, such 
individual can sue alone notwithstand- 
ing a foreign trust company is co-execu- 
tor. “‘Co-executors, however numerous, 
are, in the eyes of the law, but one per- 
son. Consequently the acts of one of 
them in respect to the administration of 
the effects of an estate are deemed to be 
the acts of ali. Whatever is done by the 
one within the scope of his duties is 
usually deemed binding on all.” The 
particular case involved a mortgage 
foreclosure. Eastman Co. v. Anyon, 156 
So. (Fla.) 302. 


COLLECTION; SUPREME CouRT DECISION 


Section 13 of the Bank Collection 
Code, creating a trust fund when an 
agent collecting bank fails and giving 
priority of claim for a collection item 
does not apply to a national bank. 
However, in general, such code, drafted 
by the office of the General Counsel of 
the American Bankers Association and 
enacted in eighteen states, “is applica- 
ble to national banks in so far as jit is 
consistent with the policy or provisions, 
express or reasonably implied; of the 
National Bank Act or of other Federal 
acts of paramount authority”. Thus, 
under section 2, a collecting bank is 
agent for a forwarding bank until the 
collection is complete. However “in the 
absence of tokens of a contrary inten- 
tion, the better doctrine is, where the 
common law prevails, that the agency 
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of the collecting bank is brought to an 
end by the collection of the paper, the 
bank from then on being in the position 
of a debtor, with liberty, like debtors 
generally, to use the proceeds as its 
own.” The Bank Collection Code has 
not altered such debtor status when the 
collecting bank collects through a clear- 
ing house and the debtor balance is 
against it. The process of collection in 
such case involves merely the reduction 
of the liabilities of the collecting bank. 
The court left open the question whether 
under the Code a trust attaches to 
traceable proceeds of collection by a na- 
tional bank. 

A bank as collection agent is “at fault 


-when it accepts anything but cash in the 


absence of custom or agreement for the 
acceptance of a substitute.’’ Under sec- 
tion 9 of the Bank Collection Code, 
which the court seemed to recognize as 
applicable to a national bank “there 
may now be acceptance of a bank draft, 
or settlement through a clearinghouse 
in the customary manner, without in- 
volving the agent in liability for dam- 
ages if the draft is dishonored or the 
credit subsequently revoked.” Jennings 
v. United States Fidelity & Guaranty 
Co., decided by the United States Su- 
preme Court, Feb. 4, 1935. 

The practical significance of the above 
decision may be clarified by the follow- 
ing: 

1. Legislative regulation of priority 
of claims against insolvent national 
banks based on collection items should 
be by Federal rather than state statute. 

2. Banks should use collection agree- 
ments adequately protecting their rights 
when the law might otherwise work to 
their injury as by requiring them to 
collect only in cash or by making a 
depository bank owner of a collection 
item rather than merely an agent for 
collection. 


Trust INVESTMENTS; STATUTE 


INVESTMENTs by a testamentary trustee 
in 1934 are governed by the statute 
then in effect rather than by the law of 
1878 when the wiil creating the trust 
was executed. In re Hamersley’s Estate, 
274 N. Y. Supp. 303. 


PLEDGEE’S PURCHASE OF COLLATERAL 


“Except where such authority has 
been conferred expressly or by very 
plain implication, a bank cannot be- 
come the purchaser of a security pledged 
to it. If it does, though the bank may 
have acted in good faith and bid a fair 
price for the property, the sale is void- 
able at the election of the pledgor”’. 
Ames v. American Nat. Bank, 1765S. E. 


(Va.) 204, 221. The ordinary means for 
conferring such authority is by a clause 
in the collateral note, which should be 
limited to a purchase by the pledgee at 
public sale. 


DEPARTMENTAL BANKING 


“Ir 1s probably a matter of general 
knowledge, that modern business in- 
stitutions, such as the Spokane Savings 
Bank, have several, perhaps many, 
departments and that each department 
is organized and conducted on the basis 
of the performance of its particular 
duties.” The authority of the personnel 
of each department is limited. “To hold 
otherwise would be to ignore modern 
business practices with which the aver- 
age person is presumed to be familiar”’. 
The specific application was that an 
escrow clerk, not in the insurance de- 
partment of the bank “had no author- 
ity, either real or apparent, to bind the 
insurance companies” for which the 
bank was agent “to a change of use 
greatly increasing the risk’. Allen v. 
Merchants’ Fire Assur. Corp., 36 Pac. 
(2d) (Wash.) 545. 


ORAL GUARANTY OF DEPOSIT 


A DEPOSITOR testified that he refrained 
from withdrawing his deposit on the 
oral statement of a bank officer: ‘I will 
insure your money. It is safe here’. Al- 
though the officer denied making any 
suchstatementandswore that he merely 
said that he thought that the bank was 
all right, he was held liable for loss due 
to the insolvency of the bank. Garren 
v. Youngblood, 176 S. E. (N. C.) 252. 


DEPRECIATION OF Trust ASSETS 


A TRUST company was held not liable 
for depreciation of stock when the 
will provided that only such securities 
“shall be sold as” the individual co- 
executor “shall designate’’, although it 
might have “sought court compulsion 
against its co-executor.” In re West- 
field Trust Company, 176 Atl. (N. J.) 
101. 
FIDELITY INSURANCE 

A SURETY company’s liability to a bank 
is not discharged by a note “given to 
the bank by the directors in order to 
make the bank solvent that it might be 
allowed to reopen, not as a repayment 
of the amount embezzled,” especially 
when the bank held the note of the em- 
bezzler and the fidelity bond as col- 
lateral to the note of the directors. 
Fidelity & Deposit Co. v. People’s 
Bank, 72 F. (2d) 932. 
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essary to guard against them. The Mary- 
land, with a field force of 10,000 agents, pro- 
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accident, burglary, liability, financial loss in 
varied business operations that can be cov- 
ered by surety or fidelity bonds and against 
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$285,000,000 paid in claims on behalf of 
its policyholders measures the Maryland 
Casualty Company’s service of protection. 
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Events and Information 


Trust Examinations 


examination of trust departments 

by national and state supervisory 
authorities were brought to the atten- 
tion of the 16th Mid-Winter Conference 
of the Trust Division, American Bank- 
ers Association, by Rudolf S. Hecht, 
President of the Association. 

“Tt is my understanding,” Mr. 
Hecht said, “that the Comptroller’s 
office has set up a most efficient staff in 
Washington to supervise this special 
work, and that the examinations of na- 
tional banks are being conducted on a 
uniform basis. I am also informed that 
in each one of the 12 Federal Reserve 
Districts there have been added to the 
ordinary examining staff some experi- 
enced men who thoroughly understand 
the trust business, and are therefore 
capable of making intelligent examina- 
tions which are not only valuable to the 
supervising authorities but to the mem- 
ber banks themselves. 


with regard to 


UNIFORMITY 


“TI THINK I am safe in saying that 
the trust officers of all of these banks are 
well satisfied with these arrangements, 
and that their only desire is to get as 
much uniformity into these examina- 
tions as possible. This is a little more 
difficult in the examinations of trust de- 
partments of banks which are not na- 
tional banks because there are twelve 
separate authorities directing the ex- 
aminations of such banks. 

“Tt will interest you to know, how- 
ever, that during a recent visit to Wash- 
ington I had occasion to discuss this 
phase of the situation with the Federal 
Reserve Board authorities, and re- 
ceived their assurance that they are 
doing everything possible to standardize 
these examinations throughout the 12 
districts.” 

Mr. Hecht then quoted from a letter 
he had recently received from Marriner 
S. Eccles, Governor of the Federal Re- 
serve Board, in which Mr. Eccles re- 
called that last year the Board prepared 
a standard form of examination report 
for use by examiners for the Federal Re- 
serve banks in examinations of state 
member banks. 

“At the time of the preparation of 
this standard form of examination re- 
port,” Governor Eccles’ letter con- 
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tinued, “the office of the Comptroller of 
the Currency revised the form of ex- 
amination report used by the national 
bank examiners, and the Federal De- 
posit Insurance Corporation was pre- 
paring its new form. The trust depart- 
ment sections of the three forms of 
report are practically identical. It is 
understood, also, that the standard 
form of examination report prepared by 
the Board is being adopted in whole or 
in part by some state banking depart- 
ments. 

“The Board has been instrumental in 
the appointment of one or more trust 
examiners at each of the Federal Re- 
serve banks, and, as a preliminary step 
toward the coordination of trust de- 
partment examination procedure, a con- 
ference was held in Washington in Sep- 
tember 1934, which was attended by the 
trust examiners for the 12 Reserve 
banks. The conference included a round- 
table study and review of that part of 
the examination report form relating to 
trust department activities, as well as 
the procedure to be followed in the ex- 
amination of trust departments and a 
discussion of the problems encountered 
in such examinations. 

“Tt is contemplated that similar con- 
ferences will be held periodically, with a 
view to the interchange of ideas and 
experiences, and to standardization of 
trust department examination methods 
and routine. It is also contemplated that 
as important problems arise in connec- 
tion with the examination of trust de- 
partments of state member banks they 
will be referred to the Board for con- 
sideration, and any rulings of general 
interest will be transmitted to all of the 
Federal Reserve banks. 

“Tt is believed that through the hold- 
ing of conferences as outlined above, the 
customary review made of the reports 
of examination by the Board’s Division 
of Examinations in Washington and 
rulings of the Board from time to time, 
a satisfactory degree of uniformity may 
be obtained in the examination of the 
trust departments of state member 
banks, with due allowance, of course, 
for the variations necessary due to the 
difference in State laws and the nature 
of the fiduciary business handled. 

‘However, any suggestions or recom- 
mendations which the American Bank- 


ers Association may wish to make in 
connection with the supervision of 
fiduciary matters in member banks will 
be welcomed and will be given careful 
consideration.” 


Eastern Savings Conference 


VARIOUS situations that affect the 
security of bank investments will be 
surveyed at the annual Eastern Savings 
Conference held under sponsorship of 
the Savings Division, American Bank- 
ers Association, at the Waldorf-Astoria, 
New York City, March 7 and 8. 

One session will be devoted to a can- 
vass of public utility affairs. Banks have 
an investment of about $2,000,000,000 
in utility securities and the purpose of 
the discussion is to bring out facts relat- 
ing to the position of this industry. 

Problems related to mortgage invest- 
ments will also be studied. One address 
will explain the operation of a mortgage 
clearinghouse which has been function- 
ing in Brooklyn. 

Personal and industrial loans and the 
effect of security legislation on thrift 
habits are among the other topics on the 
program. 


The Trust Conference 


OVER one thousand bankers from all 
sections of the country attended the 
Mid-Winter Conference of the Trust 
Division, American Bankers Associa- 
tion, held February 12-14 at the 
Waldorf-Astoria, New York City. 

The program covered a wide range of 
subjects in which trust men are in- 
terested. Considerable attention was 
paid to the matter of Federal Reserve 
examination, which Leon M. Little, 
President of the Division and vice- 
president of the New England Trust 
Company, Boston, said was undoubt- 
edly the chief happening of the past 
year. 

Other subjects covered by speakers 
included public relations, real estate, 
Federal insurance of trust deposits, in- 
vestments and various operating and 
administration problems. Attendance 
was particularly large at the round table 
discussions on real estate acquired by 
foreclosure, operating efficiency and 
trust department responsibilities. 
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days of your sale... ”’ 


The methods of the C. Lawrence Cook 


Company are so original, individual 


The Only Service Like 
It in America — Not 
Only Auctioneers but 
Organization, Adver- 
tising and Intelligent 
Work Make Cook Sales 
a Success!! 


and effective, they have become world- 


famous! Entire furnishings of Man- 


sions, Estates and Homes are bought 
for Cash or sold on a commission 
basis quickly, by Cook’s world’s larg- 


Mr. Banker!! 
est Auction organization of highest | yore Cash can be Real- 


standing! ized out of the Furnish- 
ings of Homes and Es- 
29 Years devoted to Auction Business tates than out of the 


exclusively. Hundreds of Bank Real Estate itself. 
References! ! 


FAMOUS FURNISHINGS SOLD BY COOK’S: 


P. T. BARNUM MANSION J. V. THOMPSON ESTATE 
Bridgeport, Conn. ‘Oak Hill,’ Uniontown, Pa. 
HENRY K. WICK ESTATE FRANKLIN M. BOWMAN ESTATE 


‘Alynwick,’ Youngstown, Ohio Pittsburgh, Penna. 


Thousands of Retail Furniture 
Stores all over America have Specialists in Oriental Rugs, Old World Antiques, 


used our Services Bronzes, Oil Paintings, China, Ivories, and Modern 
Furniture. 


Inquiries cordially invited from Bankers, Attorneys, 
and Executors desirous of liquidating Furnishings of 
Homes and Estates 


C. LAW RENCE COOK 
COMPANY, INC. 


(AUCTION HEADQUARTERS AND MAIN OFFICE) 


C. LAWRENCE COOK 
President Clark Building Atlantic 1501 Pittsburgh, Penna. 
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59-cent Dollar 


(CONTINUED FROM PAGE 29) 

eign exchange transfers to or from any 
country would be made, except on the 
books of the clearing agent. The re- 
placement of private exchange opera- 
tions by clearing settlements would 
enable many of the countries with 
which we entered into such arrange- 
ments to abolish trade restrictions now 
maintained only as a guaranty against 
the depreciation of their currencies. 
The Administration’s present bargain- 
ing powers, plus any additional ones 
obtainable from Congress, could be used 
to implement the clearings and adjust 
balances when and where necessary. An 
effective exchange rate for each clearing 
would be fixed, based on the relative 
purchasing power of the currencies in- 
volved or on other important desiderata, 
in such fashion that both parties would 
reap the maximum benefit. Nothing 
would prevent the adoption of a special 
exchange rate for specific types of 
transactions, such as tourist expendi- 
tures, 

How welcome such an arrangement 
for tourist traffic might be to some 
countries is indicated by the use of 
registered marks in Germany and by the 
Swiss hotelkeepers’ recent decision to 
fix a special rate of 16 francs to the 
pound for British tourists. American 
balances frozen abroad could be grad- 
ually liquidated through the clearing 
procedure. New balances accumulating 
in some countries could be settled by 
additional imports on our part. In 
cases where our excessively favorable 
balance would unduly prolong this 
process, our Export-Import Bank could 
mobilize the clearing balance by making 
dollar advances to American exporters. 
This would fulfill the bank’s purpose of 
financing long term foreign transactions 
not ordinarily handled by commercial 
banks. 

In short, the problem is to overcome 
two man-made barriers to a healthy 
foreign commerce, namely, a high tariff 
and a 59-cent dollar. Reduction of the 
tariff, or temporary suspension or soft- 
ening of its worst features, would re- 
move one of these impediments. Ex- 
change clearings constitute in a sense an 
artificial remedy, excusable only as a 
means of combatting an artificial, im- 
possible situation. If, as it appears, that 
is the kind of situation America faces 
today, and if all other means except a 
tariff armistice and clearings are im- 


50 


practicable, perhaps we should turn to 
a combination of these two. Some way 
out must be found, not merely in the 
interest of world recovery and to enable 
us to play “the good neighbor’’, but 
primarily in our own selfish interests. 


Annuities 


(CONTINUED FROM PAGE 31) 

It is evident from this step, however, 
that insurance companies are not eager 
to lay themselves open to large imme- 
diate obligations. 

One fact regarding the proposed divi- 
dend scale for the next five years on the 
new participating annuities is worthy of 
note. The leading company, whose 
rates we quoted, provides for steadily 
ascending dividends as the contract 
grows older. Another large eastern 
company sells its annuities with a de- 
creasing scale of dividends. The first 
company pays lower dividends at first 


in order to be able to increase them. 

While many insurance executives and 
economists feel that we have entered a 
protracted period of low interest rates, 
one prominent dissenter from this view, 
the president of a well known midwest- 
ern company, gave his views on. this 
point as follows: “With a return to 
normal business activity the demand 
for money is bound to increase sharply 
over the present level. It is entirely 
logical in my opinion to assume that 
there will be a demand for the available 
capital, and if and when that condition 
prevails the price of money will rise.” 

In providing the background for our 
answer to a depositor’s question, we 
have necessarily wandered somewhat 
into the causes back of the annuity 
changes and the question of future 
trends in investment. Never has the 
public as a whole been so broadly an- 
nuity-minded, and it is probable that 
inquiries will occur many times in 
banks throughout the country during 
the coming year. 


SOCIAL SECURITY 


On January 17 President Roosevelt urged a broad program of social 
legislation upon Congress, which would include old-age pensions 
among other provisions. Immediately Senator Wagner (below) and 
Representative Lewis introduced their identical bills for that purpose 
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FIELD WAREHOUSING 


Increases Some Loan Account Profits 


200% to 


Any borrower with a readily marketable inventory 
can use Lawrence System to create commodity 
paper to the benefit of both himself and your bank. 


THE LAWRENCE SYSTEM of Field Warehousing is 


a sound, time-tested means of 


tiable and non-negotiable warehouse receipts 
against any inventory, wherever it is. 


This is done to provide pro- 
ducers, manufacturers, jobbers 
and others whose current assets 
are mostly readily marketable 
commodities, not only a means 
of maintaining an adequate in- 
ventory, but of avoiding a short- 
age of cash by making possible 
the use of the inventory as col- 
lateral. It frequently enables the 
borrower to exceed his normal 
open credit by several times, to 
your profit as well as his. Also, 
his loan not only becomes se- 
cured, but is self-liquidating and 
usually eligible for rediscount. 


issuing nego- 


Plant Inventories 
We Have Field Warehoused 


Canned Goods . . . At the Canneries 
Dried Fruit . . . . At Packing Plants 
In Brine Tanks 

At Dealers and Mills 

In the Booms 

. In Field Storage Tanks 

In Mill Yards 

Groceries . . . . At the Wholesalers 
Airplanes . . Where They Are Made 
At Tanneries 

In Elevators 

On Coal Docks 

In Brewery Vats 

In Aging Tanks 

At Mills 


Plus Scores of Other Products 
Stored in Factory Rooms, Bins, 
Vats, Tanks, Yards, Docks, etc. 


Lawrence System of Field Warehousing is 
heavily insured and bonded for our mutual 
protection but has been so skilfully operated 
with a maximum of safeguard and eternal vigi- 


lance of our operating personnel 
that never in our twenty-one 
years of operation has it been 
necessary for any bank to avail 
itself of these additional pro- 
tections. 


Your bank has many accounts 
carrying huge inventories that 
would be much better customers 
and larger borrowers on a se- 
cured basis such as the Lawrence 
System offers. Why not consult 
us confidentially or otherwise as 
to what we can do for you, as 
well as for borrowers, by apply- 
ing the Lawrence System of Field 
Warehousing. 


Copies of the pamphlet, “Warehouse Receipts as Collateral,” are 
obtainable free, postage paid, from any of our offices, on request. 


FIELD WAREHOUSING 


MEMBER: AMERICAN WAREHOUSEMEN'S ASSOCIATION——-SINCE 1916 


[AWRENCE WAREHOUSE (OMPANY 


NEW YORK 
52 Wall Street 


PORTLAND 


CHICAGO 


One North LaSalle 
HOUSTON DALLAS 


A. T. GIBSON, PRESIDENT 


BUFFALO 
Liberty Bank Bldg. 


SA 


LOS ANGELES 
W. P. Story Bldg. 


HONOLULU, T. H. 


N FRANCISCO 
37 Drumm St. 


U. S. National Bank Bidg. Dillingham Transportation Bldg. 


“CERTIFIED” ON CHECKS. . “LAWRENCE” ON WAREHOUSE RECEIPTS 
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Second National Bank Bidg. Santa Fe Bidg. 


THE TRAVELERS 


L. EDMUND ZACHER, President 


HARTFORD 


Annual Statements 


CONNECTICUT 


THE TRAVELERS INSURANCE COMPANY 
(Seventy-first Annual Statement) 
RESERVES AND ALL OTHER LIABILITIES 


ASSETS 


U.S. Government Bonds . $181,661,098.00 
U.S. Govt. Gtd. Bonds. . 4,596,200.00 
Other Public Bonds . . . 74,349,041.00 
Railroad Bonds and Stocks 64,091,173.00 
Public Utility Bonds and Stocks 60,357,596.00 
Other Bonds and Stocks ‘ 36,88 1,629.00 
First Mortgage Loans . . 
Real Estate—Home Office 
Real Estate—Other 
Loans on Company’s policies ; 


Cash on hand and in Banks 


78,234, 156.72 
12,386,943.61 
40,007 ,429.64 
122,282,347.37 
13,649,696.14 
9,235,784.55 


Interest accrued 


Life Insurance Reserves 

Accident and Health Insurance 
Reserves . 

Workmen’s Compensation ond 
Liability Insurance Reserves 

Reserves for Taxes . 

Other Reserves and 

Special Reserves 


$20,000,000.00 
17,004,960.80 


Capital 
Surplus 


. $618,384,722.24 


9,248,310.74 


45,035,819.95 
3,192,723.02 
2,285,875.89 
8,846,861.59 


Premiums due and deferred 
All Other Assets 


Tora. 


25,656,635.80 
609,543.40 


. $723,999,274.23 


37,004,960.80 


. $723,999,274.23 


THE TRAVELERS INDEMNITY COMPANY 


(Twenty-ninth Annual Statement) 


ASSETS 


U. S. Government Bonds . 
Other Public Bonds _ . 
Railroad Bonds and Stocks 
Public Utility Bonds and Stocks 
Other Bonds and Stocks . 
First Mortgage Loans . . 
Cash on hand and in Banks 
Premiums in Course of Collec- 

tion * 
Interest accrued 


Tora. 


$3,785,039.00 
2,063,358.00 
2,149,592.00 
1,194,167.00 
9,279,509.00 
327,500.00 
1,663,753.53 


1,735,300.40 
97,541.43 


. $22,295,760.36 


RESERVES AND ALL OTHER LIABILITIES 
Unearned Premium and Claim 
Reserves . 
Reserves for Taxes . . 
Other Reserves and Liabilities 
Special Reserves 


$7,790,017.25 
394,543.45 
549,307.52 
4,994,783.26 
$3,000,000.00 
5,567,108.88 


Capital 
Surplus 
8,567,108.88 
$22,295 ,760.36 


TorTaL 


THE TRAVELERS FIRE INSURANCE COMPANY 


(Eleventh Annual Statement) 


ASSETS 


U. S. Government Bonds . 

Other Public Bonds 

Railroad Bonds and Stocks 

Public Utility Bonds and Stocks 

Other Bonds and Stocks 

First Mortgage Loans . . 

Cash on hand and in Banks 

Premiums in Course of Collec- 
tion 

Interest accrued . 

All Other Assets. 


Tora. 


$8,239,000.00 
482,000 


1,535, 748.88 


1,368,002.89 
139,696.13 
14,168.50 


 $18,473,116.40 


RESERVES AND ALL OTHER LIABILITIES 


Unearned Premium and Claim 
Reserves . 


Reserves for Taxes . 
Other Reserves and Liabilities 
Special Reserves 


$11,413,927.90 
411,500.28 
105,800.34 
1,983,045.01 


$2,000,000.00 
2,558,842.87 


Capital 
Surplus 


4,558,842.87 


ToTAL $18,473,116.40 


o Additional information about The Travelers Companies, including complete lists of securities, fo, 
is set forth in The Travelers Year Book for 1935. Copies will be supplied upon request. 


ALL FORMS OF LIFE, CASUALTY AND FIRE INSURANCE AND ANNUITIES 
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Selling Crop 


Loans 


¢ EXAMPLE of salesmanship for 
crop production loans is afforded 
by the campaign recently started by 
The Traders Bank of Toppenish, Wash- 
ington, to lend funds to responsible 
growers in its territory. 

In offering its credit facilities for the 
1935 season the bank published an 
extensive advertisement in The Top- 
penish Review, stating that it was 
“ready and willing” to grant credit to 
properly qualified persons. In conjunc- 
tion with detailed information as to 
how loans could be obtained, the bank 
presented its January 1 condition state- 
ment, presenting a non-technical synop- 
sis of its financial position. 

Attention was called to the “large 
amount of unemployed cash funds we 
have available to loan in this com- 
munity” and the public was assured 
that the institution was eager to have 
this money working. The advertisement 
also stressed the fact that its depositors 
were local people and that its loans were 
made locally. Crop production credit, 
it was explained, would be extended 
under the plan followed last year, with 
individual loans not exceeding $300. 

Farmers seeking loans were informed 
that they should furnish data on their 
years of agricultural experience in the 
district, their records of crop production 
for the 1934 crop season, and itemized 
estimates of their financial requirements 
for the present year. 

The schedule of fees to be charged 
was printed prominently. It read as 
follows: “For preparing application, 
to be paid in advance, $2; additional 
fees on completion of loan: for inspec- 
tion of property, if within a radius of 10 
miles of Toppenish, $2; for title re- 
search, preparing mortgage and filing, 
$2.50.” 

The advertisement further stated 
the bank’s readiness to make loans on 
livestock or warehouse receipts, and for 
home modernization and repair under 
the Federal housing program. 

“The main requirements to borrow 
from us,” it said, “are: sound security 
and the ability of the borrower to repay 
when the loan is due. This is the ‘ yard- 
stick’ by which all applications will be 
measured. 

“Tf you can show us that you will be 
able to pay, we will let you have the 
money.” 
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UnpbousTeDLy, many of the build- 
ings that have come to your com- 
pany through foreclosure are ill 
from lack of care and attention. 
Neglected and down at the heel. 
Many have lost their prestige and 
earning ability. A program of re- 
habilitation is necessary to put 
them on their feet again. 

The elevators will need special 
attention in this rehabilitation pro- 
gram because they can either help 
build tenant satisfaction or help 
destroy it. And we wish to call your 
attention to two Otis Services that 
will simplify these elevator 
problems. 

(1) If the elevator machinery 
has been neglected, if the elevator 


lobbies and cabs are shabby, the 
Otis Modernization Plan will put 
them in order at reasonable cost. 


(2) If the elevators are in good 
repair, the Otis Maintenance Ser- 
vice will keep them that way. 


We offer you these services with 
the firm belief that we, as Otis ele- 
vator manufacturers, have a better 
understanding of elevators than any 
one else. We know that we can put 
them in first-class condition and do 
it reasonably. That our Mainte- 
nance Service will reduce tenant 
turnover. And we’d like the oppor- 
tunity of inspecting your elevators 
and submitting our recommenda- 
tions. No charge. Consult the 
nearest Otis office. 


OTIS ELEVATOR COMPANY 


(— 
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“We'd just as soon ride to business 


in a horse car 


-.. because each of our dictators 


gains 2 extra days every week!” 


(FROM EDISON RECORDS OF THE WORLD’S BUSINESS) 


The proof of Voice Writing benefits to 
Dictators surprised everyone in this 
company. The firm very readily agreed 
that Ediphone equipment would ac- 
count for an increase of business 
capacity in the Stenographic Depart- 
ment. But the benefits to Dictators were 
to be proved. 

Installation of Ediphones showed 
these results. The gain in conversa- 
tional speed amounted to 7 ¥2 hours a 
week—for each Dictator. Getting ac- 
tion, any time, no waiting, accounted for 
another 10 hours. Net 
result: two EXTRA days 
a week for increased 
business capacity! 


(Pet 


Ediphone Voice Writing, in any of- 
fice—large or small——is better for 
everyone. Dictators simply turn to their 
Pro-technic Ediphones, like telephon- 
ing, and talk. They think once... write 
once...at once. There is no waiting for 
“dictation periods.” More is accom- 
plished... with less effort... and busi- 
ness capacity increases accordingly. 

TELEPHONE THE EDIPHONE, YOUR 
CITY. An Edison man will show how 
Voice Writing will increase your com- 
pany’s business capacity 20 to 50%. 


won. 
INCORPORATED 


ORANGE, N.J. U.S.A. 


Ediphone 


THE COMPLETELY ENCLOSED DICTATING MACHINE 
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Character 
and Collateral 


To the Editor: 


IFTEEN years ago this little bank 

made a large percentage of its loans 
unsecured, or on the name of an addi- 
tional endorser, with a rather limited 
number of mortgages and assignments 
of other chattels. Today a very large 
proportion of our loans is on chattel 
mortgage on good livestock, machinery, 
automobiles, or the assignment of other 
acceptable collateral. 

While I put great stress on the moral 
fibre of a loan applicant, I advocate 
getting almost entirely away from un- 
secured loans. It is true that sometimes 
in emergencies, when values of property 
held as collateral drop suddenly, the 
unsecured moral risk loan may ulti- 
mately be the best. But as a rule under 
such circumstances it is not easy for the 
individual to liquidate his loan, and it is 
often a slow process to procure rapid 
liquidation of that sort of loan. We have 
found it much easier to obtain liquida- 
tion of secured loans, than loans that 
are unsecured, although the latter may 
be of the good moral risk variety. 

We are also endeavoring to teach 
prospective borrowers to acquire some 
suitable property for collateral. 

For example, we explain how quickly 
they can get a $100 loan on a $250 team 
of mules or on 10 good dairy cows. But 
if the mules are old and of cheap grade, 
or the cows are low grade milkers, it 
usually requires much time and con- 
siderable deliberation to obtain a loan. 
A credit extension on second class 
chattels becomes to a certain extent a 
moral risk loan. 

People should be educated to realize 
that they must have something to back 
up their credit needs. The old notion of 
a farmer spending his entire income and 
trusting to some source for the money 
with which to finance a crop has long 
been exploded as unsound and unsafe. 

After all, banking is a business that 
requires frequent turnover and ade- 
quate security. If the borrower cannot 
pay or if he elects not to do so, there isa 
way the bank can effect payment. Good 
intentions are most commendable, but 
depositors won’t take them in lieu of the 
money they have deposited in the bank. 

D. E. Box 
President 
Tarrant County National Bank 
Grapevine, Texas 
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Customer 


Parties 


DATES OF INCORPORATION 
MARINE MIDLAND BANKS 


Ov bank celebrates the anniversary 
of its opening by giving a birthday 
party for the depositors and by unveil- 
ing a picture. 

Guests are limited to the commercial 
depositors, who receive formal invita- 
tions by mail several days before the 
party. Arriving at the bank after busi- 
ness hours they are greeted by hostesses 
—members of the bank staff—and 
ushered into the lobby where the officers 
receive. Everyone is cordially welcomed 
and every effort. is made to give the af- 
fair the atmosphere of a family gather- 
ing. Light refreshments are served. 

Several years ago this bank decided 
to decorate its lobby with paintings 
associated with the famous man for 
whom the institution was named. In- 
stead of having all the portraits done 
at once, the plan was to commission an 
artist to paint one picture each year. 
The first was of the man himself; other 
members of his family have since been 
added, and there are several more to 
come. 

The successive additions to this 
attractive gallery are unveiled at the 
birthday celebrations by the chairman 
of the bank’s board. 


GENERATIONS of men, scores of banks and busi- 
nesses, have come and gone in the many years 
during which Marine Midland banks have con- 
tinuously served their respective communities in 
PENSIONS New York State. 


E. E. Witte, executive director * Year a Marine Midland bank was organized in atown which 


of the President’s Committee 
on Economic Security, gave had been left without banking facilities due to bank failures. 


important testimony to the 
House on the old-age security 


measure under consideration M A R | N E M I D L A N D 
BANKS 


in New York State 


Inquiries concerning Marine Midland banking facilities may be ad- 
dressed to Marine Trust Co., Buffalo; Marine Midland Trust Co., N.Y. 
City; or to the Marine Midland bank in any of the following cities— 


BINGHAMTON ROCHESTER 
NIAGARA FALLS WATERTOWN 
MALONE LOCKPORT EAST AURORA ALBION 
MEDINA TONAWANDA CORTLAND ENDICOTT 
OSWEGO NO. TONAWANDA BATAVIA JOHNSON CITY 


NEW YORK BUFFALO 
TROY JAMESTOWN 
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Great American 
Insurance Company 


New Dork 


INCORPORATED 1872 


HOME OFFICE, ONE LIBERTY STREET, 
NEW YORK CITY 


STATEMENT, DECEMBER 31, 1934 


ASSETS 


(not more than ninety days due) 


Other Assets 


$12,520,184.00 
24,045,439.00 
1,934,842.82 
2,468,686.48 


300,667.06 
$41,269,819.36 


LIABILITIES 


Reserve for Unearned Premiums 

Reserve for Losses and Loss Expenses... .... 

Reserve for All Other Liabilities 
$8,150,000.00 
17,228,126.97 


Capital Stock 
Surplus 


POLICYHOLDERS’ SURPLUS 


$13,362,322.17 
1,645,062.06 
884,308.16 


25,378,126.97 
$41,269,819.36 


Bonds are carried on an amortized basis prescribed by the New York Insurance Department 
Stocks are carried at December 31, 1934 market quotations. On the basis of December 31, 1934 
market quotations for all Bonds and Stocks owned, the total Admitted Assets would be in- 
creased to $41,462,976.36 and the Policyholders’ Surplus to $25,571,283.97. Securities carried 
at $1,364,842.00 in the above statement are deposited as required by law. 


DIRECTORS 


EARL D. BABST. New York City 
Chairman of the Board, American Sugar 
Refining Company 

H. DONALD CAMPBELL, NewYork City 
President, Chase National Bank of New 

or 

ARTHUR O. CHOATE....New York City 
Clark,‘ Dodge & Co. 

JOHN M. DAVIS. New York City 
Presiden Delaware, Lackawanna & 
Western Railroad Co. 

OTTO L. DOMMERICH.. New York City 
L. F. Dommerich & Co., Commission 
Merchants 

WILFRED W. FRY Philadelphia 
President, N. W. Ayer & Son, Inc., Adver- 
tising 

JOHN A. GARVER.......New York City 
Shearman & Sterling, Attorneys 

EUSTIS L. HOPKINS....New York Ci 
Bliss, Fabyan & Co., Cotton Goods 
Commission Merchants 


PERCY H. JOHNSTON.. .New York City 
Chairman of the Board, Chemical Bank & 
Trust Co. 

WILLIAM H. KOOP. New York City 
President, Great American Insurance 
Company 

CHARLES S. McCAIN Chicago 
President, United Light & Power Co. 

SAMUEL McROBERTS.. .New York City 

ALEXANDER R. PHILLIPS 

New York City 
Vice-President, Great American Insurance 
mpany 

JESSE S. PHILLIPS New York City 
Vice-President, Great American Insurance 
Company; Formerly Superintendent of 
Insurance of New York 

ARTHUR REYNOLDS 
Vice-Chairman, Bank of America National 
Trust & Savings Association 

HOWARD C. SMITH.....New York City 
Estate Trustee 

PHILIP STOCKTON Boston 
President, First National Bank of Boston 


San Francisco 


The Great American Insurance Company and its affiliated companies of the Great 
Amurican Group write practically all forms of insurance except Life 


AGENTS THROUGHOUT THE UNITED STATES 


The Purchase 
of Supplies 


To the Editor: 

jp cost of supplies is an important 
item in bank operation, especially 

when prices of many of these materials 

are rising. Perhaps a few brief sugges- 

tions will be helpful. 

One method of controlling costs is to 
designate an officer of the bank as pur- 
chasing agent. 

A want-book can also be maintained 
in which to list needed materials. Often 
it is possible to estimate the date by 
which the stock of certain supplies will 
be exhausted, and by making such in- 
formation available to the supply officer 
the bank can anticipate its require- 
ments, avoiding delays in awaiting 
shipments after materials have been 
exhausted. 

Inasmuch as invoices are filed after 
the arrival of the supplies a purchasing 
record is also necessary. This record 
should reveal the date the goods are 
bought, the quantity and the cost. 
Prices are thus on file for purposes of 
future comparison. 

In preparing to place a large order the 
purchasing officer may list prices and 
obtain samples of the goods. When 
samples and quotations are checked by 
comparison with previous invoices a 
proper selection can be made, often at a 
saving of money. 

Salesmen may be helpful to buyers in 
many ways and every consideration 
should be given them by the purchasing 
agent. Even if a bank is not in the mar- 
ket for the materials offered by the 
salesman when he calls, useful informa- 
tion and hints for improving records 
may be obtained from him. It should be 
the purchasing agent’s duty to keep 
abreast of new ideas and methods. 

A regional clearinghouse association 
may be able to effect savings to its mem- 
ber banks through group purchases, but 
the number of institutions in such 
groups and the various forms required 
by them make standardization difficult. 

It is apparent that the number of 
forms used in the operation of city and 
country banks today should encourage 
alert officers to attempt to reduce ex- 
pense by simplifying or combining these 
records wherever possible. 

R. SMITH 
Assistant Cashier 
Commercial National Bank 
Demopolis, Alabama 
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The Capacity 


To Pay Taxes 


**Come on 

boys, let’s 

open up” 


DONAHEY IN THE CLEVELAND PLAIN DEALER 


ARCH vividly reminds millions 
of Americans that the cost of 
government is ultimately met by 

taxation and that incomes bear a large 
share of the burden. 

Taxes and unbalanced budgets are 
closely related. Orval W. Adams, execu- 
tive vice-president of the Utah State 
National Bank at Salt Lake City, sends 
to BANKING some emphatic observa- 
tions on the relationship. Excerpts from 
his communication are printed herewith. 


To the Editor: 

__ are two ways public officials 
can balance their budgets: one is by 

lowering expenditures; the other, by 

raising taxes. Wise and dependable 

public officials choose the first alterna- 

tive. Politicians prefer the latter. 

If the budget is balanced by increas- 
ing the expenditures and raising the 
taxes, then your ability to pay taxes 
decreases. If you have to pay more taxes 
than your annual income, then you are 
obliged to sell some of your property, 
and that decreases the capital invest- 
ment on which you pay taxes. 

An unbalanced public budget un- 
balances the private budget of all the 
people. It throws us all out of gear, and 
that is the iniquity of the unbalanced 
public budget. 

The last Federal budget anticipates a 
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deficit of $4,000,000,000. Just as the 
individual cannot stand long if he 
spends $10 a month more than his in- 
come, so the individual collectively, 
which we call government, cannot 
remain solvent if the budget contem- 
plates such a ghastly, impossible excess 
of expenses over income. 

Of course we know the taxpayers of 
the country must finally pay the whole 
bill. When that time comes, if our earn- 
ings are insufficient to pay our share of 
the burden it will mean that we shall be 
obliged to take part of our capital in- 
vestment to pay, which will mean that 
we will just turn over to the Govern- 
ment our homes, our farms, our mines, 
mills, factories, railroads, etc., and say: 
“They are yours.” That is the ines- 
capable end of the unbalanced budget. 

No country throughout all history 
that has continued on an unbalanced 
budget has survived. The end has al- 
ways been the same—the confiscation of 
private property, hence the slowing 
down of all productive activities and, 
finally, the collapse of government. 

The great philanthropic work now 
going on in the interest of the needy is a 
laudable undertaking. But this thing 
can be done in a proper way or an im- 
proper way. The money to be spent for 
this purpose should be available before 
it is spent. That is exactly what we did 


in this state: we passed a sales tax law 
and thereby raised over $2,000,000 for 
relief purposes. In this manner the 
state followed the only sound, safe 
method of public finance, that is, it 
kept its budget in balance. 

But how different with the Federal 
Government! It proposes to set out to 
meet the emergency, but is going to 
spend $4,000,000,000 more than it has, 
or knows where it is going to get. 
That is clearly and fundamentally un- 
sound and contrary to all good business 
practice—contrary to the best interests 
of the people, as an unbalanced budget 
always is. And so while we, as citizens, 
approve of these charitable undertak- 
ings, we should insist that in financing 
such programs sound business principles 
should be followed. 

The Federal budget used to have a 
budget director who would crack down 
on every governmental department that 
tried to spend more than was available. 
For some reason we have none at 
present. 

This whole situation is a challenge 
to every property owner in the land. 
We should make clear to our repre- 
sentatives in Congress that they should 
oppose such proposals. We should do 
the same thing with the state legisla- 
tures, because those two bodies can 
literally tax us out of house and home. 
All these benevolent acts of the Gov- 
ernment that now run into billions of 
dollars must be paid for. They can’t be 
repudiated as long as a taxpayer has 
anything left to tax and seize. 

OrvaL W. Apams 
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FORTIETH 


cANNUAL STATEMENT 
as of December 31st, 1934, of the 


KANSAS CITY LIFE 


INSURANCE COMPANY 
KANSAS CITY, MISSOURI 


1895--1935 
RESOURCES 


Cash in Banks 
Bonds— 
Federal Government 10,189,260.00 
State, County, Municipal and School 7,174,473.74 
Railroad ‘and In ustrial Securities NONE 
First Mortgage Real Estate Loans— 
On Farm Property 
On City Property 
Real Estate Owned— 
Home Office Building 
Other Property 
Collateral Loans 
Accrued Interest on Investments 1,894,103.19 
Loans on Policies 17,031,853.19 
Net Premiums Deferred and in Course of Collection _1,990,680.59 


TOTAL NET ADMITTED ASSETS $73,466,284.21 


LIABILITIES 


Legal Reserve $62,780,376.00 
Incompleted Policy Claims 385,407.52 
laims incurred on which proofs have not been filed or — 

Interest and Premiums Paid in Advance 05,799.32 
Set Aside for Taxes Payable in 1935 225,000.00 
Other Accrued Expenses 77,960.96 

Surplus Assigned— 
to Participating Policies..........$ 724,995.34 
for Depreciation of Assets. . 1,000,000.00 
poe Unassigned 6,866,745.07 
Paid-up Capital 1,000,000.00 
Total Sensis for Protection of Policyholders 9,591,740.41 


$73,466,284.21 


$ 1,281,668.72 


15,704,030.84 
9,418,515.38 


1,427,421.83 
7,332,067.21 
22,209.52 


New Insurance Issued In 1934, $ 87,973,388.00 
Insurance In Force Dec. 31, 1934, $388,097,351.00 
NO INCREASE IN PREMIUM RATES 


We have not increased premium rates for Life Insurance Policies or for Annuity Contracts. 


NO REDUCTION IN DIVIDEND SCHEDULE 


There will be no reduction or change of any kind in Dividends payable on Participating 
policies in 1935. The same basis of dividends effective in 1934 will be continued in 1935 
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The Cash 
Hazard 


ONE of the first principles of loss pre- 
vention in a bank is to expose or 
carry as little cash as possible, keeping 
the reserve with the Federal Reserve or 
correspondent depository. 

The question of how much currency 
should be laid open to the risk of rob- 
bery naturally involves a consideration 
of the individual bank’s needs and of 
the requirements determined by the 
bank officers, the insurance companies 
or the state banking officials. 

Surety companies, under the 15 per 
cent limitation endorsement, permit a 
bank to keep in cash 15 per cent of the 
amount of the insurance it carries on 
money. If the coverage on this item is 
$50,000 the bank can have $7,500 on 
the counter, the balance remaining 
under deferred time lock. If this en- 
dorsement is not present in the policy, 
the amount of counter cash allowed by 
the insurer may be a specified small per- 
centage of the bank’s deposits. 

The Arkansas State Bank Depart- 
ment in the Summer of 1933 directed 
banks not to have on their premises at 
any time cash aggregating more than 1 
per cent of their total deposits as re- 
flected by their latest statement to the 
department, and not to carry, as ex- 
posed cash—currency on counters, in 
cages, etc.—more than 20 per cent of 
the total allowable cash which they 
could have on hand. 

Many banks which strictly limit the 
amount of available cash give wide 
publicity to this policy, displaying 
signs to the effect that customers who 
expect to make large withdrawals are 
requested to give advance notice—a 
day is usually sufficient—so that the 
bank can have the money on hand to 
serve them. It is explained that the 
bank’s currency reserves, in the interest 
of complete safety, are kept inaccessible 
under time lock or on deposit elsewhere. 
This notice assures the customer that 
his bank is well protected and it informs 
prospective bandits that an attempt at 
robbery will be wasted effort. 

A recent form of insurance protection 
allows banks with fireproof safes and 
burglar proof vaults to keep 10 per cent 
of the amount of their money insurance 
outside the safe but within the vault. 
This is an additional safeguard against 
ambush or early morning robberies. 
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Releasing 
Chattels 


a E have carried,” says a bank- 

er, ‘‘many automobile notes 
secured by chattels, which paper is en- 
dorsed to us by reliable finance com- 
panies. 

“Some months ago a Mr. X came to 
the bank with word that he wanted 
to pay off his automobile note in cash. 
We looked up the account, which was 
$450 on a sedan, took his money and 
gave him the note and chattel. 

“We know now how stupid we were, 
for two weeks later we learned that the 
finance company had been extending 
Mr. X’s payments at his request and 
remitting the payments to us out of 
their funds. We also learned that Mr. 
X had taken his mortgage to the court 
house and had it released, immediately 
placing another mortgage on record so O F S = x V | C e 
as to prevent attachment. As the finance 
company had not notified us that it 
was making the payments for Mr. X, Fifty years of accomplishment in one of the most stirring 
we do not know whether we were legally 
liable to them for the loss. 

OT set meee ws int we Fifty years of service to hundreds of thousands of live- 
should never release a chattel without stock growers in the great Middle West, hundreds of 
the consent of the endorser, which thousands of retailers, and millions of consumers of meats, 
rule we now follow carefully.” and dairy and poultry products, from coast to coast and 

throughout the world. 

Such is the dramatic story chronicled in the Swift & 
Company “50th Anniversary Year Book”, just off the press 
—and now ready for free distribution. 

If you enjoy reading about interesting activities, achieve- 
ments, and dreams long since come true, you will find it an 
absorbing human document. 

Four special articles of current interest round out the 
book. They are “Central Markets and Livestock Prices”, 
“Swift & Company Expenses”, “Distribution of Produce”, 
and “The American Standard of Living”’. 

Send us your name for this valuable book today. It will 
be sent free. 

A postcard or coupon will do. 


AIR DEFENSE 


Germany’s answer to France 
and England on the air defense 
proposal was held unsatisfac- 
tory in both countries. General 
Goerring, below, is Reich Min- 
ister for Aviation 


Swift & Company 


SWIFT & COMPANY, 4095 Packers Ave., Chicago, Ill. 


Please send me, without charge, a copy of the 
“50th Anniversary Year Book”. 


Name_ 


Address 


City. 
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The Origin of Ideas 


““‘TINHERE,” said the bank officer, 
directing his visitor’s attention to 

the well tailored floor man, “is one of 
the most valued members of our staff. 
“T might almost say that his out- 
standing service to us has been as an 
efficiency expert rather than as a guard 
or contact man with the public. He 
has an eye for operating detail and he 
has saved us money. Need I mention 
that anyone who in these times can 


A Fact: Rust exacts a toll esti- 
mated at a billion dollars a year 
from property owners of the 
United States. 


A Caution: The field for ferrous 
metals is necessarily and justifi- 
ably large, BUT— misapplication 
of ferrous metals, where Copper 
and its alloys would serve many 
times longer, accounts for an ap- 
preciable part of the rust toll. 


point out ways of reducing costs is sure 
of his job in any bank? 

“Before this man came to us he had 
been a department store floorwalker. 
He was glad to get the job here and he 
had no false ideas about the importance 
of the uniform we gave him. He was 
quite the opposite of the policeman type 
of floor man. 

“One day he said to me: ‘If I may 
make a suggestion, I would say that 


A suggestion: On the basis of ser- 
vice per year per dollar, Copper, 
Brass and Bronze have econom- 
ically replaced ‘‘rust-resisting”’ 
metals for flashings, gutters, 
pipe, screening, water tanks, etc. 
With the trend toward longer 
term building money, the wis- 
dom of building well to reduce 
upkeep and maintain value 
assumes added significance. 


THE AMERICAN BRASS COMPANY 


General Offices: Waterbury, Connecticut 
Offices and Agencies in Principal Cities 
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ANACONDA COPPER & BRASS 


we’re a bit careless in handling our sta- 
tionery. I’ve noticed that the clerks 
frequently take more than they need 
and that some of it is wasted.’ 

“Now stationery is a small item, but 
inasmuch as we were overlooking no 
opportunities for economy I was inter- 
ested and asked him how he would stop 
this leak. He explained that it would be 
easy to keep in the cabinet on the 
banking floor only enough letterheads, 
pencils and other supplies for each day’s 
needs, leaving the reserve in the base- 
ment. His interest in this detail im- 
pressed me, and I told him to take any 
steps necessary to change our operating 
system in this respect. 

“He then assumed the responsibility 
of seeing that the cabinet was freshly 
stocked each morning with enough 
supplies for the business day. He made 
the clerical force realize the importance 
of economy. The results of his little 
‘save the pennies’ campaign have been 
noticeable, for the members of our staff 
now handle the bank’s property as care- 
fully as though it were their own. 

“This incident may seem trivial, but 
it illustrates the value of employee 
interest and cooperation and it empha- 
sizes the small economies that may lurk 
in unsuspected places.” 


MISUNDERSTANDING 


Ambassador Troyanovsky 
brought an unfavorable report 
from Moscow on our credit 
offers. Russians are reported 
‘*hurt,”’ although successful in 
obtaining French credits 


HARRIS & EWING 
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LTHOUGH the bank’s bookkeeping 

department functioned satisfacto- 
rily when handling a normal volume of 
business, it sometimes ran a bit behind 
during seasonal periods of peak activity. 

The officers found it rather difficult 
to determine just where the fault lay. 
The work had a tendency to lag under 
pressure. 

It was one of the secretaries who 
finally put a finger on the weakness. 

“What the department needs,” she 
said, “is inspiration. Let’s try to find 
a bookkeeper who is a worker first and 
a bookkeeper second. Then we’ll turn 
her loose and see what happens.” 

In the course of the next six months 
the bank conducted a painstaking 
search for the type of person it wanted, 
interviewing a large number of candi- 
dates. One morning a young woman 
applied for a job. She told the officer 
that she was a bookkeeper, that she 
had had considerable bank experience 
and that she could and would work. 

“T hired her on the spot,” said the 
banker, “and I’ve never been sorry. 
She understated the facts when she 
said she could and would work. Never 
have I seen a person who could turn out 
so much work in one day and who could 
get others to follow her example. 


AGREEMENT 


Ambassador Aranha of Brazil 
went to the White House for 
the signing of a new trade pact, 
which will give his nation 
preference over unnamed “‘less 
favored nations”’ 


HARRIS & EWING 


A Bookkeeping Experiment 


“Our bookkeeping department was 
not reorganized after she had taken 
charge, but it was certainly inspired. 
The rush periods that had given us 
trouble came and went placidly; they 
still do. Customers have stopped com- 
plaining. 

“At first I wondered whether this 
young woman was not working toohard, 
being eager to make a good impression. 
Naturally, I did not like to take unfair 


STOLEN 


advantage of her willingness, but I soon 
saw that I need have no misgivings. 
This person is temperamentally a 
worker, one of those who works because 
she likes to. 

“Since she has been with us our book- 
keeping staff goes home about 4:30 
o’clock in the afternoon, its work fully 
completed. She herself, in fact, finishes 
by 4:15. I never comment on this cur- 
tailment of hours. She has earned it.’ 


George Washington Hudson River Bridge 


Enough to build 6 bridges 


cers collected over $300,000,000 


from America's banks and business 


during 1934.* 


This form of crime is a constant men- 
ace to all banks. Any of the billions of 
checks cleared annually may be a 
spurious reproduction, an altered in- 
strument—or bear a forged endorse- 
ment. Yet bank officers and employees 
have the task of sifting the false from 
the genuine—an onerous duty and a 
hazardous responsibility. 


This burden is lightened immeasurably 
when depositors, large and small, pro- 


tect themselves against losses due to 
forgery and alteration of their checks 
through National Surety Depositors’ 
Forgery Bonds. This insurance not only 
covers the depositor, but indemnifies 
the bank on which the check is drawn. 


Realizing the value of this protection, 
many banks are actively cooperating 
with National Surety representatives in 
explaining Forgery Bonds to their de- 
positors. You may wish to do likewise. 
There are National Surety representatives 
everywhere. Each is a specialist in Fidelity. 


Surety. Forgery and Burglary protection, 
thoroughly equipped to serve you. 


*Estimated by National Retail Credit Men’s Ass’n. 


NATIONAL SURETY 
‘CORPORATION 


VINCENT CULLEN, PRESIDENT 
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The Investment Account 


ANDLING the investment ac- 

count is apt to be a problem in 
smaller banking institutions which do 
not maintain specialized departments 
to supervise this essential part of operat- 
ing routine. 

In certain respects the problem may 
appear less pressing today, when virtu- 
ally all banks are putting funds into 
Government securities, than during pe- 
riods of extensive corporate financing 


when there is a wider field from which 
to make selections. 

On the other hand, the one-way track 
on which bank investment programs 
are now running, virtually by necessity, 
presents definite perplexities, among 
them being the question of how soon 
other and more profitable lines of in- 
vestment are to be opened up. 

Not many years ago, as everyone well 
remembers, the bank’s bond buyer was 


iw AMERICAS 
INDUSTRIAL CENTER 


NEWARK AIRPORT —BUSIEST IN THE WORLD 


WU corporations and individuals 


move from your city to the Newark 


territory, give them a letter of intro- 


duction to New Jersey’s largest bank. 


FIDETI 


MEMBER FEDERAL 


UNION TRUST 


RESERVE SYSTEM «© NEWARK NEW JERSEY 


almost buried under prospectuses of 
new bond issues. If he later learned that 
some of his selections were unfortunate 
the fault was not altogether his own; 
enthusiasms and buoyant confidence 
were then general. 

Although the services of statistical 
agencies are widely used by banks in 
following the fortunes of various items 
in the investment account, banks find it 
advantageous to have on the staff an 
officer or employee who is qualified to 
supervise the bond portfolio and who 
can give it virtually his entire time. He 
may, and does, dovetail his own knowl- 
edge with the advice and aid rendered 
by the statistical organization or the 
correspondent bank. 

With a limited personnel, it is often 
difficult or impossible to assign a man 
exclusively to these duties; in many 
cases such specialization is unnecessary 
and unwarranted by circumstances. Yet 
the investment problem is no less im- 
portant in smaller institutions than in 
large metropolitan banks. The manage- 
ment of reserves requires the constant 
application of the best ability available. 
That is true regardless of the size of 
the institution. 


ONE SMALL BANK 


THE treasurer of one small bank said 
recently that he was on the lookout for 
a man who could be trained to handle the 
institution’s investments. He knew the 
type of individual he wanted to find. 

“T want,” he explained, ‘“‘a college 
man, preferably one who has studied 
finance and economics. We can supply 
the practical training. He must be 
interested in research and statistics, and 
he must have analytical skill. Figures 
on earnings, production and consump- 
tion are useless if they are not correctly 
interpreted. 

“The good bond man in a bank camps 
eternally on the trail of every issue his 
bank owns. He is constantly studying 
the industries behind his bonds, and all 
the factors that affect the corporations 
whose obligations they are. He watches 
changes in ratings, of course, but he 
may also— and frequently does—antic- 
ipate them. 

“This may seem like an ambitious 
plan for a bank of our size, especially 
since we are now getting satisfactory 
service from sources outside our own or- 
ganization. But we are proud. We want 
our own expert.” 
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The Bank’s Judgment Liens 


A a time of receding values in real 
estate, it is of first importance— 
particularly in banks of smaller size— 
that careful records be kept of judg- 
ment lien security for the many notes of 
smaller size carried by banks in less 
populous centers. 

Many such loans are made by banks 
on the basis of personal knowledge of of- 
ficers or directors concerning the finan- 
cial position of the borrower and his 
real estate. At the time the loan is 
made, the title officer of the bank, of 
course, makes a search to ascertain the 
status of the judgment lien. In many 
cases, no further attention is given to 
the transaction, except to see that the 
lien is kept alive until the note is 
finally paid off. Meanwhile the essential 
facts are oftentimes lost sight of, so that 
while the impression prevails that the 
note is well secured actual facts are 
missing when an occasion for a special 
inquiry occurs. 

Banks generally recognize the gravity 
of this question under present condi- 
tions and are now having their records 
made explicit regarding all judgment 
liens. 

A very excellent form for these rec- 
ords can be arranged on legal size paper 
using on one side data under a heading 
“Report of Examination”, in the form 
of a letter to be signed by the attorney. 
Under the words, “I have today ex- 
amined the record with reference to the 
real estate of John Doe and find as 
follows”, four blocked sections appear: 


(A) Real Estate Description 
Location 
Book 
Page 
Price 
Mortgage 
Property 
Date 
Volume 
Page 

Due 
Amount 
Creditor 
Lien Date 
Number 
Term 
Year 
Amount 
Remarks 


(B) Mortgages 


(C) Judgments 


(D) Remarks 
Signature of Attorney 


On the reverse side a short section is 
used headed “Attorney’s Certificate”’: 
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“T have today examined the records in 
connection with the property of John 


find that the title to said property 
appears to be vested in John Doe and 
that your lien for $500 is a (first or 
second) lien thereon.” This is by the 
attorney. 

Below the attorney’s certificate is the 
“Appraisal” form, showing the date 
and certifying as follows: “We hereby 


certify that we have examined the prop- 
erty of John Doe situated in 
and believe that it has a 
value of not less than $ 
follows: Land $ Building 
” This certificate is signed 
by two appraisers. 

A convenient way to handle these 
forms is to fold them in either note or 
small file size, filing them alphabetically. 

C. F. ZIMMERMAN 


Earnings on 


$300,000,000 Investment 
Taken from Security Holders 


NCREASES in taxes, and re- 

ductions in rates which afford 
relatively unimportant savings for 
an individual customer, are taking 
away from investors in the Asso- 
ciated System enough to pay the 
annual interest on more than 
$300,000,000 worth of securities 


at the rate of 5 per cent. 

During the recent depression the 
loss of earnings by utilities, and 
the shrinkage in value of utility 
securities have not been due pri- 
marily to the failure of earnings to 
withstand the effects of depression, 
but principally to— 


1. Actual and threatened governmental competition. 


The result of all these policies has 
been to threaten the savings of mil- 
lions of thrifty, small investors. 
Present improvement in 
the revenues of utilities 
has partially offset these 


ASSOCIATED GAS & ELECTRIC SYSTEM 


2. Attacks by public officials and agencies, which have 
uniformly been followed by sharp declines in the 


market prices of utility securities. 


3. Reduction in earnings through action of govern- 
mental agencies, such as excessive increases in 
taxes and unreasonable decreases in rates. 


adverse conditions. But this im- 
provement should not lull investors 
into inactivity. They must organize 
to combat in every reasonable way 
the injustice that is being done to 
them. 


ITHACA 
NEW YORK 
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Loss Prevention 


ETHER banks have adequate 

\\) physical protection against bur- 

glary and robbery is a matter 

that might be determined by bank 

examiners, in the opinion of F. J. Parry, 

vice-president of the American Surety 
Company of New York. 


“We must bear in mind,” says Mr. 
Parry, “that if a crime is to be success- 
ful there must be two elements present: 
the inherent criminal instincts of the 
individual, and the opportunity or 
temptation afforded the individual to 
exercise his unlawful impulses. If the 


DIVIDEND NOTICE, 

PACIFIC LIGHTING CORPORATION 
Common Stock Quarterly Dividend No. 102 of 75 cents per share, payable 
February 15, 1935, to stockholders of record January 19, 1935. 
$6.00 Preferred Stock Quarterly Dividend No. 110 of $1.50 per share, payable 
January 15, 1935, to stockholders of record December 31, 1934. 
Dividends on the foregoing issues, as well as on all the outstanding Pre- 
ferred issues of the subsidiary companies (whose common stocks are owned 
by Pacific Lighting Corporation) have been paid without interruption since 
the initial dividend. 


- 


PACIFIC LIGHTING CORPORATION 


AND SUBSIDIARY COMPANIES 


Consolidated Statement of Revenues, Expenses and Dividends 
for the Twelve Months Ended December 31, 1934 


Gross OPERATING REVENUE $43,549,689.14 
OPERATING EXPENSES, TAXES, AND DEPRECIATION : 
$19,157,913.20 
5,848, 655.19 
6,472,818.30 
$1,479,386.69 


$12,070,302.45 
304,218.50 


$12,374,520.95 


Operating Expenses... . . 


Net Operatina REVENUE 
Oruer Income, 


Bond Interest 

Amortization of Bond Discount 
and Expense. ....... . 276,686.44 

Other Interest 29,419.01 


$5,315,880.06 

Less Interest Charged to Construction 39,863.05 
5,276,017.01 
$7,098,503.94 


$5,009,774.61 


Net Income Berore DivipENDS 
Depuct DivipENpbs OF SUBSIDIARIES: 
Preferred Stock $1,535,501.86 
Common Stock, Minority Interest 517.00 
1,536,018.86 
AVAILABLE FOR DIvIDENDS ON PREFERRED AND 
Common Stock or Paciric Ligutine Corp. 
DrivipENDSs ON PREFERRED STOCK 


$5,562,485.08 
1,179,990.00 
$4,382,495.08 
4,825, 893.00 
443,397.92 


AVAILABLE FOR DIvIDENDS ON COMMON STOCK . 
DivipENDs ON ComMoN STOCK 


REMAINDER TO SURPLUS 
Balance Available for Dividends 
on Common Stock Equals, Per Share... . . 
* Deficit 


PACIFIC LIGHTING CORPORATION, 488 CALIFORNIA STREET, SAN FRANCISCO 


bandit could be successfully eliminated, 
or if the temptation to the bandit could 
be lessened to the point where he could 
not reap a sufficient reward for the 
danger involved in perpetrating a rob- 
bery, this type of crime would be re- 
duced and would lose so much of its 
dangerous character that it would not 
give much concern either to the banker 
or the insurance company, and would 
tend to conserve the lives of bank em- 
ployees. 

“Suppose,” continues Mr. Parry, “a 
group of citizens apply for a bank char- 
ter. The Comptroller, before granting 
it, would, of course, be sure that the 
applicants had complied with all the 
legal requirements; but might he not go 
further than this and have his agent 
inspect the proposed premises to as- 
certain whether they had the proper 
kind of vault and safe equipment, 
whether windows and doors were ade- 
quately protected? He might require, 
for instance, a burglar-proof vault and 
a burglar-proof safe. Other possible 
specifications might include a single 
entrance to the building and barred 
windows. 

“In the case of established banks, 
examiners who found the protective 


RED CROSS 


Rear Admiral Grayson, phy- 
sician to President Wilson, has 
been named by President 
Roosevelt as chairman of the 
American Red Cross 


[ 
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measures deficient in any respect could 
report their observations to the proper 
bank official. Since the examiner is now 
empowered to scrutinize the fidelity 
hazard, why might he not also have 
equal authority to check up on the 
burglary and robbery hazard, and to 
make the recommendations necessary 
to assure adequate physical protection? 

“Let us assume that the examiner 
finds a bank keeping an excessive 
amount of currency on its counter 
while the safe and vault remain open or 
the safe locked only by combination. It 
will not take him Jong to determine the 
amount of cash necessary for the trans- 
action of business, and he can then say 
to the responsible officer: ‘ You are tak- 
ing unnecessary risks with your cur- 
rency. Put away what you don’t need 
and keep it beyond the immediate reach 
of the employees and, incidentally, of 
bandits.’ 

“Insurance companies naturally en- 
deavor to see that certain safety re- 
quirements are observed; but it would 
seem that the Federal and state rep- 
reséntative in cooperation with the 
bank would be in a position to exert 
even greater influence in the reduction 
of the robbery hazard, especially among 
banking institutions in the small com- 
munities. 


AS TO SIZE OF TOWN 


“GENERALLY speaking, the robbery 
hazard is in inverse proportion to the 
size of the town; that is, the danger of 
loss rises as the population of the city 
or village decreases, and vice versa, 
although in larger places the fidelity 
hazard increases. Experience tables 
show that towns of 1,000 to 5,000 
population present the greatest risk. 

“Banks in small places do not have 
the benefit of the extensive police pro- 
tection that is available in cities. To 
overcome this handicap they must have 
effective protective devices if the rob- 
bery hazard is to, be reduced to a 
minimum. One point at which they are 
particularly vulnerable is the luncheon 
period when the tendency is to leave the 
bank insufficiently manned. Bandits, of 
course, are aware of this, as the records 
well demonstrate, for most robberies in 
small towns occur between 11:30 A.M. 
and 2:30 P.M. During that interval 
robbers count on finding few employees 
on duty at the bank, and the possibility 
of a successful raid is excellent. Con- 
tributing further to the cause of the 
bandits is the fact that the noon hour 
invariably finds the business streets of 
the community all but deserted, house- 
wives having finished their marketing, 
and merchants being at luncheon. 
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“Tt is difficult, of course, to assure 
protection at all times because of the 
fact that banks, of necessity, must have 
exposed a certain amount of property 
with which to conduct their business 
and give satisfactory service to their 
customers. A careful study of each 
individual situation by a trained ob- 
server, such as a bank examiner, would 
help reduce the loss hazard by supple- 
menting the supervisory and educa- 
tional work which the surety and 
casualty companies are doing. 

“The cooperation of the banks with 
the carriers in the matter of installing 
proper protective equipment has pro- 
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duced most encouraging results. There 
still remains much to be done. Given 
the continued cooperation of the in- 
sured, coupled with the effective work 
of the Department of Justice in the 
elimination of the bank bandits, and 
hopeful of the assistance of Federal and 
state officials charged with the respon- 
sibility of supervising banks, we believe 
that further material progress will be 
made toward our goal—adequate physi- 
cal protection and loss prevention. 
“Once this objective is attained,” 
concludes Mr. Parry, “the heavy losses 
now suffered by banks through robbery 
will undergo a substantial reduction.” 


‘ie accumulated experi- 
ence of The First National 
Bank of Chicago covers more 


than seventy years. 


The 


Divisional Organization since 
1905 has developed direct 
contacts between officers of 
the bank and its customers. 


Correspondent banks have 
found the relationships 
under the plan both pleasant 
and profitable. 


The First National 
Bank of Chicago 


Charter Number Eight 


Liz 


Finding Markets for Customers 


N OFFICER of a good sized bank 
observed that modern banking de- 
manded sympathetic versatility and an 
ability to help customers in their own 
problems, which sometimes were far re- 
moved from borrowing money. 

For instance, a lending officer one day 
realized that it was a matter of para- 
mount importance to a customer who 
manufactured bathrobes to sell at 
wholesale 100 dozen robes. The avenues 


through which the manufacturer cus- 
tomarily disposed of his goods were 
closed, at least temporarily, and he 
could not afford to await the time when 
one or more of the regular channels 
would reopen. 

The bank officer focussed his atten- 
tion upon the possible outlets and 
thought first of department stores. Then 
he went through the files of the bank’s 
customers and discovered a store in a 
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neighboring city for which the bank had 
occasionally performed some services 
and from which it had a small account. 

He went to the neighboring city and 
saw the buyer for the department store. 
To him he told the unvarnished truth 
about the bathrobes, and the buyer, at 
first inclined to be bored, at length be- 
gan to be amused at the efforts of the 
banker to sell the robes. Finally the 
bank officer left for home with nothing 
but the promise of the buyer to look 
into what the store wanted to do about 
it. At his desk again in the bank he felt 
that, after all, banking and the sale of 
money and services were more in keep- 
ing with his natural aptitudes. 

On his return from lunch he was dum- 
founded by a laconic telegram which 
lay upon his desk, from the department 
store buyer. “ Will take them,” it said. 
Later the banker learned that the price 
had been exceptionally favorable, for at 
the last moment the manufacturer had 
figured a quotation on them which a de- 
partment store could afford to take even 
if it involved stocking the goods for 
several months. 

A bank depositor list is a vast ware- 
house of potential buyers and sellers of 
almost anything. Sometimes only the 
custodian of the list has the key to turn 
on the vitalizing current of trade. 


MODERNIZATION 


D. A. Reinbrecht is the new 
F.H.A. director of moderniza- 
tion credit, succeeding Roger 
Steffan. Mr. Reinbrecht was 
formerly with the F.D.I.C. 
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A Mortgage Reduction 


“TIKE a good many others we ad- 

vanced money on mortgage dur- 
ing the boom years and, also like other 
banks, we have our share of mortgages 
which are a little out of proportion to 
present day appraised values,” said the 
cashier of a national bank in a town of 
about 50,000 population. 

“We have our own men appraise the 
property on which we hold mortgages, 
and when the appraisal is such as to 
necessitate a reduction in the principal 
amount of the mortgage we do not make 
the mistake of at once informing the 
mortgagor that his property no longer 
justifies the mortgage loan amount we 
originally gave him and that we must 
have a reduction. 

“We do not even tell the man whose 
property is mortgaged to us that we 
have reappraised it. We merely tell him 
to drop in at the bank, and when he 
comes we tell him that, being a commer- 
cial bank, with the bulk of our deposits 
subject to call at short notice or on de- 
mand, our directors desire a little 
rearrangement of liquid assets. 

“That, we tell him, means a very 
slight amortization of a good many of 
our mortgages, but, since times are hard 
for property owners, we tell him that we 
will contribute a portion of the amorti- 
zation by reduction in interest. We will 


HOUSING 


D. L. Wickens has directed the 
Financial Survey of Urban 
Housing, astudy undertaken by 
the Department of Commerce 


cut to 4 per cent, saving the man $100 
a year on a $5,000 mortgage, on the 
understanding that the $100 we save 
him will be applied to reduction of the 
principal amount. 

“That means that the mortgagor 
will continue to pay his present fixed 
charges, but that a third of the amount 
which goes for interest will be reducing 
his debt. Of course, from our standpoint, 
it means, if we seek a 10 per cent payoff, 


Plan 


it will take five years to get the amount. 

“It is a fairly painless process for the 
mortgagor. In the case of a few fla- 
grantly overvalued properties we try to 
make a deal whereby the customer will 
pay a little something over the payment 
arising from the reduction in our inter- 
est charge, and in such instances we do 
not have much trouble, for the mort- 
gagor is usually ready to concede at 
least that his property has depreciated.” 
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The Use of “Federal Funds” 


AT a Federal Reserve bank press 
conference a newspaperman asked 
an officer of the bank how it could be 
possible, in these days of plethoric ex- 
cess bank reserves which are by no 
means confined to big metropolitan in- 
stitutions, that some bank or banks had 
deliberately come to the Reserve bank 
and borrowed $2,000,000. Such redis- 
counting involved payment of the full 
discount rate, which at the time was 114 


per cent, whereas money could be freely 
had in the open market at three-quar- 
ters of one per cent, while Federal 
funds, or checks on the Reserve bank 
issued and “sold” by a member bank, 
were currently quoted at one-eighth of 
1 per cent. 

“Why,” asked the reporter, “didn’t 
the bank which needed the money buy 
some Federal funds if it was momenta- 
rily short in its reserves, thereby paying 
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one-eighth of 1 per cent instead of 114 
per cent?” 

“Well,” replied the Reserve bank 
officer, “it happens that those dis- 
counts were for the account, not of 
metropolitan banks, which would not 
pay 1% per cent when they could have 
money for } of 1 per cent, but for some 
banks in the outlying country districts 
of our region which had a sudden call 
for money. 

“Tt is a fact that an out-of-town bank 
can deal, through a correspondent, in 
Federal funds in Wall Street or in La- 
Salle Street, or wherever there is a 
market for reserve funds in a particular 
district. These banks didn’t know that.” 


THREE OFFERS 


ARMED with this knowledge, the 
reporter began prospecting to find a 
large metropolitan member bank which 
would provide a correspondent with 
Federal funds for a short period at a 
rate cheaper than the discount rate. 
In an hour he found three which de- 
clared that they would be highly inter- 
ested in selling their surplus reserve 
bank balances to an out-of-town bank 
to remedy a temporary deficiency in its 
reserves. But, all three declared, only 
metropolitan banks which deal from 
hour to hour with each other, each 
knowing the other’s condition inti- 
mately, could borrow from each other 
Federal funds at 1 of 1 per cent. 

“Tf our upstate friends wanted some 
Federal funds just now,” said one bank 
officer, “‘ we would consider it a kind of a 
combination statement loan and Fed- 
eral fund transaction. We would feel en- 
titled to a premium of one-half or five- 
eighths of 1 per cent in addition to the 
one-eighth of 1 per cent rate for Federal 
funds.” 

The reporter took out his pencil and 
figured that some bank or banks, from 
the increase in discounts shown in the 
reserve bank statement, were paying 
for an assumed period of 15 days, 
$1,250 for the use of $2,000,000 whereas 
the money was available in another 
cubbyhole nearby at half that cost at 
most, or $625. He concluded that, in 
these days of discount rates out of line 
with open market rates, and with big 
city banks eager to use some of their 
daily surpluses of cash for the benefit of 
correspondents at a fair price, it was too 
bad some of the out-of-town banks did 
not start at once “learning the ropes” 
in the Federal funds market. 
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Credit Management 
In Branch Banking 


(CONTINUED FROM PAGE 21) 

not fail to be cumbersome beyond tol- 
erance. Furthermore, it is impossible for 
a branch manager to transfer over a 
telephone wire, or even by letter, all 
the tangibles and intangibles of a credit 
applicant’s character, responsibility, 
standing and so on. Credit extension by 
proxy is an impossibility if any degree 
of perfection is sought. It must be di- 
rect. If a branch manager has any 
capacity at all, at least sufficient to 
warrant his being put in so responsible 
a position, he should never be so badly 
hamstrung as to be required to submit 
all applications to head office. It is bet- 
ter to run the risk of having the horse 
stolen than to have no horse at all. 

Under the second plan various meth- 
ods of reporting on new loans and loans 
renewed are in vogue in different branch 
systems. Duplicate liability records for 
every borrowing account, one copy at 
the branch and one at head office, are 
maintained by some branch organiza- 
tions. This provides that a record be 
sent by the branch to head office for 
every transaction affecting each sep- 
arate note as it occurs. The record may 
consist of a separate report for each 
borrower or—more simply—a carbon 
copy of the loan teller’s daily balance 
sheet. Comparisons between head office 
and branch for each total liability are 
occasionally made in order that inac- 
curacies may not get out of bounds. 
Manifestly, it is not obligatory that the 
records at the branch and head office be 
constantly in exact balance for the rea- 
son that loan settlements are made only 
at the branch and never at head office. 
The duplication requires as well the 
employment of additional clerical help 
—in some quantity where the number 
of branches is large. 

One use of the duplicate liability 
record, in addition to informing head 
office as to fluctuations in volume of a 
given credit and regularity of progress in 
its collection, is to insure that the branch 
manager does not for long or even sur- 
teptitiously exceed his branch’s lending 
limit, that of the bank itself, or the limit 
established for a particular borrower, 
the primary purposes, of course, of any 
liability record. The excess feature of 
the record should not be a matter of 
great concern to a head office because of 
the improbability of any such excess. 
Certainly the excess loan problem does 
not arise often enough to warrant the 
maintenance of so elaborate a system 
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solely for that purpose. If it happened 
that one or more of the limits had been 
exceeded, a far simpler method would 
be to require the branch manager to re- 
port the fact immediately to his head 
office. 

Probably the most valuable service of 
the duplicate liability record is found in 
the field of detecting double borrowing. 
Some branch systems, particularly those 
whose offices are in fairly close prox- 
imity to one another, have been greatly 
surprised to find out how often this evil 
occurs and how effectively the head 
office liability card can act as a clearing- 
house to correct or prevent it. In one 
instance a borrower had obtained credit 
at four different branches of the same 
institution. No one suspected his diffu- 
sion of affection until the separate rec- 
ords of his various borrowings were 
consolidated on the head office card. 

Against this advantage must be offset 
the disadvantage of the cost of main- 
taining such a record. If the branches 
are not very close together, its cost may 
possibly exceed the losses occasioned by 
double borrowing. It does not neces- 
sarily follow that double borrowings are 
always a source of loss. Furthermore, 


the maintenance of credit files at head 
office, the constant checking of individ- 
ual loan slips by credit supervisors who 
become very well acquainted with the 
contents of the branches’ note pouches, 
the reports of the bank’s and the gov- 
ernment’s examiners, all act as a cen- 
tralizing agent and means of detecting 
the transgression. 

Generally speaking, the smaller and 
more compact the branch system, the 
more advantageous and less expensive 
is a duplicate liability record. In a 
large and widespread institution, the 
economy of the system is fairly de- 
batable. Only the smaller and inconse- 
quential loans have much chance of 
getting by the several censors. It would 
take losses from a good many of them 
to offset much of the no-little cost of 
maintaining the duplicate record. Ob- 
viously, most of it is wasted effort; for 
only in the rarest of cases is a branch at 
one end of a state interested in the 
identity of the borrowers of another 
branch at the opposite extreme. 

The principal weakness of the dupli- 
cate liability record is that it does very 
little if anything to establish the worth 
of the credit. Liability records are meas- 
ures of quantity, not quality. Worth of a 
customer’s note is of far more concern 
to a head office than knowledge of its 
exact size or the extent and frequency 
of its fluctuations. 
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The Graduate School 
of Banking 


HE Graduate School of Banking is 

to have its start at Rutgers Uni- 

versity, but if sufficient demand 
develops for courses of the type offered 
it is planned to extend the program to 
educational institutions elsewhere. 

As announced in the February issue 
of BANKING, the first resident session 
of the school opens at Rutgers in June 
and will last two weeks. Similar periods 
are provided for the years 1936 and 
1937. Each student will receive study 
assignments for extension work after 
each resident session, and upon comple- 
tion of the entire course will be eligible 
for a diploma. 

It was thought wise to make the be- 
ginning at a location near the New 
York headquarters of the American In- 
stitute of Banking, of which the school 
is an outgrowth, and Rutgers, situated 
at New Brunswick, New Jersey, agreed 
to cooperate by permitting the use of its 
facilities for this pioneer undertaking. 
As the work grows it is hoped that suf- 
ficient interest will be aroused to war- 
rant expansion of the program geo- 
graphically. At present the school is 
limited to an enrollment of 200 men, 
but provision may ultimately be made 
for women members of the banking pro- 
fession. 

The announcement of plans for the 
new school attracted wide attention. 
One of the prominent figures in the 
banking world who commended the 
project was J. F. T. O’Connor, Comp- 
troller of the Currency. “The demand 
for trained minds,” he wrote to Dr. 
Harold Stonier, educational director of 
the American Institute of Banking, 
“‘was never as great as today’’, adding: 
“Every banker who is interested in 
raising the standards of the profession 
should lend his support to the work of 
the Graduate School.” 

The faculty of the school, as previ- 
ously announced, comprises men who 
are experts in the fields of bank man- 
agement, trust business and the bank’s 


Comptroller 
J. F. T. O’Connor 


Lewis E. Pierson, chairman of the 
board of the Irving Trust Com- 
pany, New York, will be chairman 
of the school’s Board of Regents. 
The position was to have been 
filled by the late John H. Puelicher 


investment portfolio, which the cur- 
riculum is to stress. One of the im- 
portant courses, banking law, is to be 
taught by George P. Barse, general 
counsel of the Comptroller’s office, 
whom Mr. O’Connor has assigned to the 
school as an instructor. 

Mr. Barse has been connected with 
the Comptroller’s department for eight 
years and is probably the best qualified 
man in Washington to speak on bank- 
ing laws and procedure in that branch 
of the Federal Government which 
touches banks so closely. In addition to 
having general supervision over all the 


attorneys appointed by the Comptrol- 
ler, Mr. Barse has argued many of the 
most important cases affecting that 
office before the Supreme Court of the 
United States. 

Admission requirements of the Grad- 
uate School of Banking stipulate that 
any man who is an Institute graduate 
and holds a position similar to that of a 
bank officer, or one who is a bank of- 
ficer with Institute courses or their 
equivalent to his credit, is eligible for 
admission. These qualifications and 
others required of candidates at the 
time of application form the basis of ad- 
mission. All applicants must be ap- 
proved by the school. 

The trustees of the Educational 
Foundation of the American Bankers 
Association have set aside $15,000 from 
the Foundation’s fund and will grant 
loan scholarships of $150 each to 
qualified men who apply before April 15 
of this year. 
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Trust Mortgages 


(CONTINUED FROM PAGE 43) 


trust funds. It would appear wise, 
however, to forbid by statute the crea- 
tion of new trust pools as well as any 
new investments of trust funds in those 
presently maintained. Little difficulty 
should be experienced in setting up a 
statutory procedure which would grad- 
ually convert pool participations into 
more desirable forms of trust invest- 
ment. 

Trust pools now in existence include 
a large number of mortgages legal for 
trust investment. Determination of the 
ratio which the total desirable and 
legal assets bear to the total of the pool 
is properly the first step in breaking up 
the pool. This ratio will then be applied 
to each trust participating in the pool, 
to determine the amount in which each 
trust is to participate directly in de- 
sirable and legal assets. Trust participa- 
tions in this type of assets may be con- 
strued legally as new investments and, 
as such, will be subject to no legal ob- 
jections. The remaining, less desirable 
assets can be allowed to remain in the 
pool, each trust participating in this 
residuary pool in an amount which 
bears the same ratio to the former total 
investment of that trust in the pool 
as the total of these less desirable assets 
bears to the former total of the pool. 

All proceeds of sales of the remaining 
assets must be distributed on a strict 
pro rata basis. 

Fair minded legislative bodies can, 
with proper cooperation from bankers, 
formulate laws which will ultimately 
lead to the disappearance of the mort- 
gage pool as a medium for the invest- 
ment of trust funds. And this can be 
done without any injustice to those 
fiduciary institutions which at present 
maintain trust mortgage pools. Such 
action appears advisable in order that 
corporate fiduciaries may maintain 
their rightful position as competent and 
conservative trust administrators. 

The Federal Reserve Bulletin of 
March 1933 includes a summarization of 
tulings by the Federal Reserve Board 
concerning “collective investments of 
trust funds by national banks”’. 

That the trend of thought by super- 
visory bodies is definitely against the 
mortgage pool as a medium for invest- 
ment of trust funds is evidenced by a 
statement in the Bulletin which says 
that this method of handling trust funds 
is permissible only in those cases “ where 
the cash balances to the credit of trust 
estates are too small to be invested 
separately to advantage.” 
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IF YOU Manage 
a Bond Account 


You will find that the Bondex System gives 
you improved control . . . Because you 
see your holdings and your markets, you 
save time—make decisions promptly and 
accurately . . . Bondex helps to keep your 
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Flexible Service Charges 


NE bank of the neighborhood type 

has built up a lucrative income from 

a flexible system of service charges 

based on the theory that the institution 

is entitled to some profit on every ac- 
count it handles. 

The bank believes that each of its 
1,500 checking accounts should receive 
special consideration from the stand- 
point of both the customer and the bank 
itself. A fair basis for one might be 


grossly unfair in another case, and the 
task has been to determine not what the 
trafic can bear but what it ought to 
bear. 

At the end of the month an officer 
examines the statement of every de- 
positor whose balance has gone below 
the stipulated minimum. Such pro- 
cedure involves about three days of the 
executive’s time and would be physi- 
cally impossible in large banks, but in 
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Crry Narionat Bank 


AND TRUST COMPANY of Chicago 


208 SOUTH 
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STREET 


this institution it has been worth the 
time and effort. 

In each case the officer considers the 
special circumstances that may have 
caused the infraction of the rule. If the 
customer is one of long standing who 
in the past has maintained a satisfactory 
balance and who will probably continue 
to doso, his violation may be overlooked, 
but he is reminded by letter or tele- 
phone call that the next oversight will 
bring an assessment. 

The practice is to get in personal 
touch with all customers whose ac- 
counts go under the minimum, either to 
remind them of the delinquency or to 
suggest ways of building up the account. 
Sometimes, in the case of depositors 
who carry substantial balances in the 
thrift department, the situation is 
handled by requiring the transfer of 
funds to the commercial account under 
a certificate of deposit on which the 
bank allows half of one per cent interest. 

When the service charge was intro- 
duced no advance notice was given and 
the familiar storm of protest blew into 
the bank. 

As has been the general experience, 
the flurry soon passed. Customers 
viewed the bank’s position reasonably 
and gave their cooperation. 


BRITISH DEAL 


While some reports of his 
progress have been exagger- 
ated, David Lloyd George has 
at least made a remarkable 
political come-back with his 
Deal’’ policies 
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Liquidating Unusual Collateral 


XN a luncheon club experience meet- 
ing several bank officers were com- 
paring notes on some of their more 
curiously secured loans—curious in the 
character of security. 

One had a few oriental rugs; another 
had several pieces of assorted jewelry. 
A third had quite a collection of antique 
glass. Needless to say the banks’ money 
had not been risked originally on such 
things; the queer collateral had been 
amassed as “additional” collateral. 

One institution, which had little unus- 
ual collateral on hand had scored rea- 
sonably well in managing liquidation. 
Asked how it was done, the officer of the 
bank replied, succinctly: ‘ Retailed.” 

Pressed for details, he disclosed that 
the bank had a vacant office in its build- 
ing and also utilized the services of an 


intelligent merchandiser who lacked, 


other occupation at the moment. 
Goods to be sold were taken up to the 
vacant office, laid out informally, price 
tagged at not less than wholesale values 
and, when all was ready, word was 
passed around by word of mouth to 
nearby business concerns that certain 
articles were available at wholesale 
prices. 

The concerns notified in turn spread 


CONSERVATIVE 


While Winston Churchill made 
no impression on the India 
Bill, his son, in the Wavertree 
by-election, won enough Gov- 
ernment votes to permit a 
Laborite victory 


GET 


the news, also by verbal message, to 
employees, each concern being selected 
because it had several hundred to a 
thousand hands. Large groups of em- 
ployees afford a good market for articles 
of assorted kinds retailed at what obvi- 
ously are bargain quotations. In their 
lunch hours, or after business hours, the 
employees were readily induced to stop 
in the little vacant office above the 
banking room and look around. 


When many banks in large cities are 
these days occasional liquidators of 
merchandise, the proceeds of which re- 
imburse them for slow loans and corre- 
spondingly eliminate or reduce the debts 
of customers, no opprobrium attaches 
to a bank elsewhere which lets a limited 
circle of persons know that it too has 
something which has turned a little slow 
or, for that matter, has gone bad al- 
together. 
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Bank Service Salesmen 


INANCIAL institutions, other than 

banks, have employed salesmen for 
years to carry their services to the 
homes and business establishments of 
their clients. Insurance companies owe 
much to the hard work and service 
rendered by their sales staffs. Other 
lines of business have used representa- 
tives to sell and advertise their prod- 
ucts; yet banks have not placed sales- 
men in the field. The personal contact 


will always remain the best means of 
advertising and selling bank services. 
Executive officers of a bank have very 
little time for explaining the numerous 
banking facilities offered to customers 
and for this reason alone many de- 
positors are not making use of or buying 
these services. 

Each new resident in a community is 
a prospect for a safe-deposit box, a 
checking account and a savings account 


The A. B. A. Executive Council Meets 


at the 
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The special rate accorded the 
members attending the Spring 
Meeting will apply to those 
coming before the meeting 
and remaining until the hotel 
closes for the season. 
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OFFICES IN PRINCIPAL CITIES 


at the local bank. It should be the duty 
of bank salesmen to contact such pro- 
spective customers by a personal calland 
solicit this business. It has been the 
custom of bankers to investigate the 
financial standing of individuals before 
they are approached in asking for busi- 
ness of this nature, but in this writer’s 
opinion the service charge schedule will 
insure a bank against loss even if the 
accounts obtained are small; certainly 
such a procedure will create good will. 

There is an unlimited opportunity for 
a bank to increase its deposits and 
profits if salesmen will make a thorough 
survey of the community. The man 
selected as salesman must keep himself 
informed on all business, church and 
social activities in the community and 
must, of course, be a practical banker. 

A large sum of money is still hoarded 
by people who do ‘not read bank ad- 


-vertisements or keep themselves in- 


formed on financial matters. Our post 
offices have on deposit in their postal 
savings departments substantial funds 
that should be in savings accounts in 
local banks. An explanation of the guar- 
anty of deposits should bring into a 
bank money held in postal savings ac- 
counts as well as hoarded funds. 

We should not expect to open new 
departments in a bank, advertise, and 
have customers immediately make use 
of them. Personal solicitation has been 
known to sell not only the product or 
service but the institution as well. 


COLLECTIONS 


UNDOUBTEDLY salesmen can be val- 
uable to banks in building up the collec- 
tion department by personal calls on local 
manufacturers and shippers. Contacts 
of the banker-salesman with the store- 
keeper, lumberman or other business 
man, for the purpose of helpful coop- 
eration, will greatly benefit banks. 

A salesman for a bank at the present 
time will find himself in a unique posi- 
tion in his relation with prospective 
customers. People are now pleased and 
flattered by a suggestion that they open 
an account. An invitation from the bank 
salesman would be equally effective and 
more personal since he would visit the 
home or business of the prospective 
customer for this particular purpose. 
There is no doubt that more business is 
drawn into a bank today by outside 
solicitation and contacts with old cus- 
tomers than is received by waiting for 
customers to walk in. 

GrorcE E. SMITH 
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The Priority of 


Banks as Creditors 


N a recent letter to the editor of 
| BANKING, an executive of a savings 
bank in an Iowa city called atten- 
tion to certain regulations in the Do- 
minion of Canada which, he understood, 
“rather favor a bank creditor over gen- 
eral creditors under certain conditions”. 
Believing that the subject is of gen- 
eral interest,. this magazine asked 
C. M. Short, advertising manager of the 
Canadian Bank of Commerce, Toronto, 
for information with respect to the 
priority of creditors’ claims in the 
Dominion. 

In his reply Mr. Short said this 
banker apparently referred to the fact 
that certain bank loans secured by raw 
materials or finished products had pri- 
ority over other creditors’ claims except 
wages and Crown claims, such as roy- 
alty on timber cut on Crown lands. 

“Many years ago,” Mr. Short con- 
tinued, “it was decided that the banks 
could further production of Canadian 
products and so assist in the develop- 
ment of-a new commercial country if 
they could make loans on the security 
of raw materials and the resultant com- 
modities. Apparently the idea was to go 
one step further than transactions based 
upon warehouse receipts or bills of lad- 
ing and to commence bank crediting at 
the source of production. Apparently, 
also, it was decided to define in unmis- 
takable terms what loans our banks 
could make or what they could not. 

“As you probably know, our insti- 
tutions have always been prohibited 
from lending upon fixed security, such 
as real estate. The only way in which 
we may take security of this kind is to 
protect a pre-existing debt. In other 
words, the prevailing idea ever since the 
first Bank Act was enacted was to keep 
bank credit in this country fluid. 

“The present law governing trans- 
actions of the kind under discussion is 
set out in Sections 88, 89 and 90 of the 
present Bank Act, although the mate- 
rial difference since the original pro- 
vision has been mainly an enlargement 
of the powers governing such loans. 
Accordingly, a bank may lend ‘to any 
wholesale manufacturer of any goods, 
wares and merchandise upon the se- 
curity of the goods, wares and merchan- 
dise manufactured by him, or procured 
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for such manufacture’, as well as ‘to any 
wholesale purchaser or shipper of or 
dealer in products of agriculture, the 
forest, quarry and mine, or the sea, 
lakes and rivers, upon the security of 
such products’ and ‘by virtue of such 
security, acquire the same rights and 
powers in respect of the products, 
goods, wares and merchandise covered 
thereby as if it had acquired the same 
by virtue of a warehouse receipt.’ 

“Loans under these sections may also 
be made in a similar manner to a farmer 
‘upon the security of his threshed grain 
grown upon the farm’ or ‘to the owner, 
tenant or occupier of land for the pur- 
chase of seed grain’ and ‘for the pur- 
chase of binder twine upon the security 
of the crop grown by the borrower, and 
which is about to be harvested.’ Fur- 
ther, a bank may lend money to ‘a farm- 
er and to any person engaged in stock 
raising upon the security of his live 
stock’, subject to the statutory ex- 
emptions from seizure. 

“Power is given in the Bank Act to 
provide for removal and substitution of 
all such products given as security, and 
the bank may take possession of such 
security upon complying with certain 
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requirements as to notice, etc., and sub- 
ject to the statutory exemptions in re- 
spect of live stock and, on all transac- 
tions, in respect of payment of wages, 
salaries, etc., owing by the borrower for 
a period not exceeding three months. 

“From time to time objections have 
been taken to this procedure by other 
creditors, but the major answer has al- 
ways been that without this form of se- 
curity banks could not lend money to 
a great many people, mostly of little or 
no means, whose collective production 
efforts were important in the national 
economy. 

“There is protection, however, for the 
other creditors in a provision in the 
Bank Act that notice of intention to 
give this kind of security must be regis- 
tered at the office of the Assistant Re- 
ceiver General, who will reply either by 
telegram or letter to any enquiry by any 
one desiring to ascertain whether such 
security has been given, or is about to 
be given to a bank. 

“T now quote from the report of the 
Royal Commission on Banking and 
Currency in Canada (The Canadian 
MacMillan Report): 

“We recognize that the section 
was introduced to meet the condi- 
tions of a developing country lacking 
accumulations of working capital and 
we are not satisfied that its utility is 
spent, although the time may come 
when the advantage of retaining it may 
well be questioned. We do not advise 
the repeal of the section but we do not 
think that it should be further en- 
larged.’” 


MARCH 24, 1933 


RESOURCES EXCEED 
$275,000,000 


NATIONAL BANK 
OF 


DETROIT 


Detroit, Michigan 


Over 61,000 Users 


@ who appreciate systematic, | 
low-cost storage filing e e« 


Easy Filing 

Instant Finding 
Absolutely Safe Storage 
Real Economy 


OLLAPSIBLE/ 
S (of 


> 
SRAGEBO” 


leaders in 
are recogn 
banks and the 


lo 
st filing. Sizes for every 
mak With LIBERTY Boxes, 
it is easy to do storage fil 
conten! 


ts semi-seal 
ing — no danger of lost or 
records. 


Price $5.28 Per Doz. up 


dealer. 
BANKERS BOX CO., INC. 


536-538 S. Clark St. Chicago, Ill. 


ESTABLISHED 1918 


DIVIDENDS 
ARMOUR 485 COMPANY 


(ILLINOIS) 


On February 15th a quarterly 
dividend of one dollar and fifty 
cents ($1.50) on the $6.00 prior 
preferred stock of the above 
corporation was declared by the 
Board of Directors. Payable 
April 1, 1935, to stockholders 
of record at the close of busi- 
ness March 10, 1935. 

E. L. LALUMIER, Secretary 


ARMOUR 4x5 COMPANY 


OF DELAWARE 


On February 15th a quarterly 
dividend of one dollar and sev- 
enty-five cents ($1.75) on the 
preferred stock of the above 
corporation was declared by the 
Board of Directors. Payable 
April 1, 1935, to stockholders 
of record at the close of busi- 
ness March 10, 1935. 

E. L. LALUMIER, Secretary 


>» BECOME AN EXPERT 
WITH FIGURES 


and attractively bound in flexible cover. Send check (o1 
stamps) today. One short cut will repay cost many times. 
Money back if not satished. Written and Published by 


Carl J. Becher, C.P.A., Appleton, Wis. 


Banditry’s Small Beginnings 


oe work done by police agencies, 
especially the Department of Jus- 
tice, in smashing notorious gangs is 
being applauded by everybody except 
the criminals. 

Thanks to untiring efforts and ex- 
cellent marksmanship, the list of public 
enemies has dwindled appreciably, al- 
though the slate has not, of course, 
been entirely cleared. So commendable is 
the record, however, that the House ap- 
propriations committee recommended 
a $300,000 increase in the sum requested 
by the Government for the fight against 
the underworld, bringing the total to 
$5,000,000. 

The campaign against crime and for 
the prevention of crime may seem like 
an endless task, for the supply of crimi- 
nals appears to be inexhaustible and 
new names constantly spring into 
notoriety. However, the headlined ban- 
dit of today is seldom an inexperi- 
enced person; usually he has worked his 
way to a position on the roster of public 
malefactors by a series of lesser crimes 
that gave him the confidence and the 
skill necessary to the perpetration of 
more spectacular acts of violence. 

In this connection it might be re- 
called that many of the Dillingers, the 
Pretty Boy Floyds and the Baby Face 
Nelsons got their start as bank counter 
snatchers—bandits who at gun point 
grab what they can and flee, perhaps 
after shooting one or more bank em- 
ployees. 

This type of criminal, though usually 
an amateur, is potentially of great 
danger. Frequently he works his way 
from small beginnings to the top of his 
profession, often becoming the leader of 
a gang. Thus the counter snatcher is 
one of gangdom’s best recruits, a fact 
that may be worth special consideration 
at this time. Although it would appear 
that the Government’s. guns have 
cowed criminal bands, the counter 
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snatcher presents a different problem. 
He is still to be reckoned with. 

Banks occupy the first line of defense 
against this bandit, and their tactics are 
based on prevention. They can thwart 
him by removing his opportunity for 
profit—that is, by keeping cash and 
negotiable securities out of his reach 
and beyond the control of employees 
whom he could force to hand over 
valuables. 

There is also another way. It was con- 
cisely put by a state banking official 
who expressed his sentiments something 
like this: ° 

“Every bank should have one man 
with spunk enough to shoot and not 
throw up his hands like a rabbit.” 


Bond Buying 
for Correspondents 


READER of BAnkinc takes issue 

with an idea expressed in the arti- 

cle ‘‘ Correspondent Service”’, published 
in the January issue of the magazine. 

The principle implied in the article, 
he writes, is not, in his judgment, sound 
banking, the point being to permit the 
so-called country banker to leave an 
order with a city correspondent for 
Government bonds and then later de- 
cide definitely whether he wants his 
bonds. 

This, the reader, asserts, “is very apt 
to lead on to disagreement and dissatis- 
faction” in the correspondent relation- 
ship, “and especially so in the event 
that any new issue of bonds is not well 
received. 

“There have been one or two such ex- 
periences, looking back over a period of 
a few years, and to suggest openly to 
smaller banks that in the matter of sub- 
scribing to new Government issues they 
can in effect ‘take it or leave it’ is 
hardly good principle. Rather I would 
suggest the desirability of smaller banks 
and those that, due to location, are per- 
haps isolated from sources of informa- 
tion and market trends, etc., with respect 
to Governments, counseling a bit with 
their city banks on the advisability of 
subscribing or otherwise. At least the 
city banks would be prepared to advise 
their correspondents as to what their 
intentions may be with respect to any 
particular issue. Don’t you think this 
would be better banking principle?” 
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Central Banking 
Under the F.R.S. 


Book Reviews 


Central Banking Under the Federal Re- 
serve System. By Lawrence E. Clark. The 
Macmillan Company, 1935. 437 pp. $5. 
T 
A tion of our banking system is 
again subject to the most earnest 
discussion, a book like the one under re- 
view is unusually timely. In scope, form, 
arrangement, documentation and clear- 
ness of presentation the book leaves lit- 
tle to be desired. It must be noted, how- 
ever, that the author’s purpose is not so 
much interpretation, in the philosophi- 
cal sense, as it is analysis and descrip- 
tion. One finds in the book very few 
references to the principles of modern 
central banking or to its functional ad- 
justment to the particular national 
economic set-up in which it is called 
upon to play its part. It would be dif- 
ficult, however, to suggest a book in 
which the actual experiences under the 
Federal Reserve System are more 
clearly set forth. 

In his first chapter the author sketches 
the shortcomings of pre-Federal Re- 
serve banking in the United States. In 
the next 17 chapters he deals with the 
establishment of the Federal Reserve 
System and with the numerous aspects 
of its subsequent developments and pro- 
cedures. Not without reason does he 
give special attention to the place in the 
system of the Federal Reserve Bank of 
New York, and he, too, arrives at the 
conclusion that: the New York bank 
pretty much stole the show. In the last 
chapter Mr. Clark casts an appraising 
eye back over the whole story and sum- 
marizes what he believes to be the posi- 
tive achievements as well as the short- 
comings of the Reserve System. The 
reader is thus well prepared to consider 
the new proposals that administration 
leaders iave brought forward. 

Much of what the author presents in 
his volume is not new. Other writers, 
particularly H. Parker’ Willis, have 


a time when the whole organiza- 
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anticipated him. But he has brought the ff . 


story down to date and the systematic 
organization of his material gives to his 
book great usefulness. 

E. E. AGGER 
Rutgers University 


Foreign Bondholders and American State | 
Debts. By Reginald C. McCrane. Mac- ¥ 


millan, 1935. 410 pp. $4. 


— Reginald C. McCrane, | 


University of Cincinnati, in For- 
eign Bondholders and American State 


Debts, has given us a very valuable and [§ 


timely account of the borrowings abroad 
by several states, both before and after 
our Civil War. A fresh discussion of the 
methods of borrowings by these states, 
together with an outline of the many de- 
faults in both principal and interest 
and the later resumption by certain 
states, is especially interesting at this 
time by reason of the large number of 
foreign bonds sold in the United States 
during the past decade which have been 
placed in default by borrowers who 
were either unable or unwilling to meet 
their obligations. 

This book sets forth clearly the eco- 
nomic causes, such as the building of 
canals and railroads, which made it 
possible for the American states to 
borrow so extensively. Professor Mc- 
Crane emphasizes also, in a striking way, 
the failure of both borrower and lender 
to realize the extent to which such lend- 
ing could be safely carried. The unsound 
practices followed then were present 
in the wide flotation of foreign securi- 
ties in the United States during the 
past decade. The methods and practices 
followed by several American states 
and their inability to meet their obliga- 
tions promptly reduced the credit stand- 
ing of this country abroad to a very low 
point. The recovery of our credit posi- 
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The Federal Reserve Bank 
building in New York 


tion, however, was quite rapid when 
several states again made provision for 
meeting their debts. The international 
ill will engendered then in foreign 
countries against the United States 
was much the same as that which has 
developed recently in some quarters in 
this country toward some of our own 
foreign debtors. 

Professor McCrane deserves much 
credit for putting new life into an old 
subject. He has a clear style which can 
be easily read and understood. The 
study will be of considerable value to 
those who want to be informed concern- 
ing the conditions and extent to which 
capital may be exported profitably. 

Joun M. CHAPMAN 
Columbia University 
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Assaying It 


IT 


OUGHT 
TO BE GOOD- 
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TALBURT IN THE PITTSBURGH PRESS 


CONVENTION 


Mar. 7-8 


Apr. 14-17 


June 10-14 


Nov. 11-14 


CALENDAR 


A.B.A. Meetings 


Eastern Savings Conference, Wal- 
dorf-Astoria Hotel, New York, 
N.Y. 

Spring Meeting of Executive 
Council, Bon Air-Vanderbilt Ho- 
tel, Augusta, Georgia 

A. I. B. Convention, Omaha, 
Nebraska 

A. B. A. Convention, Roosevelt 
Hotel, New Orleans, Louisiana 


State Associations 


Apr. 22-23 


May 7-8 

May 9-10 
May 9-10 
May 14-15 
May 14-15 
May 16-17 
May 17-18 
May 20-21 
May 21-22 
May 21-22 
May 21-23 
May 22-24 


May 23-24 


Louisiana Bankers Association, 
Edgewater Gulf Hotel, Biloxi, 
Mississippi 

Oklahoma Bankers Association, 
Biltmore Hotel, Oklahoma City 
Arkansas Bankers Association, 
Goldman Hotel, Fort Smith 
North Carolina Bankers Associa- 
tion, Carolina Hotel, Pinehurst 
Mississippi Bankers Association 
Missouri Bankers Association 
Kansas. Bankers Association, 
Topeka 

New Mexico Bankers Associa- 
tion, Roswell 

Illinois Bankers Association, Or- 
lando Hotel, Decatur 

Maryland Bankers Association, 
Lord Baltimore Hotel, Baltimore 
Tennessee Bankers Association, 
Chattanooga 

Texas Bankers Association, Gal- 
veston 

California Bankers Association, 
Del Coronado 

Georgia Bankers Association, Sea 
Island Beach 
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There Is No Substitute 
For Character 


EVERAL years ago a number of far- 
~ sighted bankers realized that their 
business was rapidly becoming a 
profession. They saw that just as a 
swiftly expanding economy demanded 
men trained to build bridges and to de- 
velop chemical processes, so it needed 
men trained to handle the financial re- 
sponsibilities of a great industria] na- 
tion. 

At first this conception seemed ideal- 
istic, for there was a rather well defined 
formula for the conduct of banking and 
the schooling of bankers. Whether it 
could be broadened seemed problem- 
atical. 

The question, however, answered 
itself. Banking and business constitute 
an indissoluble partnership, so closely 
joined that it is impossible to think of 
one without the other, although each 
maintains its own identity. The intri- 
cacies of modern industrialism brought 
the same new problems to the banker 
as to the business man. Those charged 
with administering money and credit 
were confronted with an enormous di- 
versification of the channels into which 
money and credit flowed; methods and 
approaches had to be revised. 

The pioneers in the movement for 
education in banking saw their program 
developed by the American Institute of 
Banking, which quickly prospered un- 
der their inspiration, and by many 
colleges and universities. Banking took 
its place in an age of specialized train- 
ing. 

One of these pioneers was the late 
John Huegin Puelicher, president of 
the Marshall & Ilsley Bank of Mil- 
waukee, Wisconsin, former President of 
the American Bankers Association, and 
an aggressive advocate of training for 
the profession in which he spent his life. 

Mr. Puelicher’s interest in education 
was primarily directed toward the 
proper preparation of men and women 
for banking, but he also worked hard to 
inculcate in the public mind a better 
knowledge of the fundamentals of both 
business and banking so that their 
problems could be understood. At a 
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time when his profession was being 
severely criticized he himself typified the 
countless number of bankers who bore 
their great responsibilities without re- 
proach. 

In his report as Chairman of the 
Committee on Public Education to the 
1922 Convention of the Association, 
which elected him President, Mr. Pue- 
licher gave expression to some views 
which might fairly be regarded as his 
philosophy. He said: 

“The life and prosperity of a state 
depend upon the equitable distribution 
of its opportunities among its people. 
So long as fair rewards are assured to 
him who labors, so long will there be 
progress, for under such conditions 


most men find life’s happiness . . 

“This will insure the growth of that 
sound, sane, conservative middle group, 
the intermediary body between the ex- 
tremes of wealth and poverty. 

“There is no substitute for character. 
There is no substitute for integrity. 
There is no substitute for work. Nor is 
there a substitute for thrift. There is no 
substitute for knowledge. There is no 
substitute for religion. These a nation 
cannot legislate into its citizenship; 
each individual must gain them for 
himself. 

“In this industrial age, man early 
reaches his economic majority. He 
must in youth have the knowledge of 
those laws which help him to live.” 


JOHN H. PUELICHER 
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